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THE ECONOMIC OUTLOOK! 


1. We have been bidden by the Council of the Association 
to make our sectional programme conform to the general theme 
of the conversion of Swords into Ploughshares. I am not sure 
that we have completely succeeded; though perhaps even the 
more esoteric items in our programme can put up as good a claim 
to conformity as some of the fascinating topics to be discussed 
by other Sections, for instance, the diseases of raspberries. Any- 
way, it was with a laudable intention of conformity that I chose, 
many months ago, the title which has been published for this 
address. But that choice proved to have two disadvantages. 
First, with the rapidly changing pattern of economic events, 
it proved psychologically impossible to set about writing my 
paper in time for its inclusion in the usual volume. And, 
secondly, when I did come to write it, I found in myself an in- 
vincible repugnance towards doing what I knew I ought to do— 
serving up in more or less palatable form the latest available 
information about our situation in respect of man-power, of fuel, 
of the balance of payments and so forth. I found myself instead 
impelled to discuss—though not, I hope, altogether without 
regard to that information—certain broader questions of a more 
general and philosophical kind. I am only too conscious that 
I have thus doubly let the Section down. I have failed to keep 
the fact of its existence prominently before our confréres of the 
scientific world; and now, in what I have to say, I shall do 
nothing to redeem the claim of economics to be among the sciences, 
but shall rather give fresh occasion for the charge that the econo- 
mist is an outmoded adventurer, moving uneasily between the 
two worlds that really matter, the technical world on the one 
hand and the spiritual world on the other, with a foot in both and 

1 Presidential Address read to Section F of the British Association at Dundee 
on August 29, 1947. Before reading this Address, Prof. Robertson explained 
that it had been sent to the Secretary ‘‘in that dim and distant epoch before 
Parliament met to discuss the state of the nation or the British Cabinet took to 
Sunday flying, when the pound sterling was still convertible into dollars and 
the basic petrol ration seemed to be an established institution—to be precise, on 
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an assured position in neither. Perhaps, since no real scientist 
will read this address, my two crimes go some way to cancel each 
other out; but all the same I ask your forgiveness for them both, 

2. The problem on which I propose to offer some reflections, 
and to ask you in your turn to throw light, is that of the general 
economic framework within which this conversion of Swords 
into Ploughshares is to be completed. There is a widespread 
and growing conviction that its completion requires something 
called a National Plan—that for the purpose of effecting it our 
country must become or remain something which, by contrast 
with our pre-war arrangements, can fairly be described as a 
Planned Economy. Nine months ago, for the benefit of some 
Dutch students to whom [ had an obligation, I tried to set down 
some thoughts on this concept of the Planned Economy; and 
since that paper has not been published in this country I shall 
think no shame to lift from it a few sentences which I still find 
to my purpose. But since it was written many things have 
happened, both in the world of fact and in the world of words. 
In the world of fact, it has become plain, in the terse words of one 
of our great industrial leaders,! that “‘ the partial success which 
attended the country’s spurt in production in 1946 was misleading 
and was accomplished at the expense of eating up available stocks 
of raw materials and component parts.” It has become plain, 
too, that our external position is far more difficult than most 
people had realised, and that these difficulties themselves are 
part of a wider problem of cecumenical unbalance for which there 
is no precedent, and which calls, it has now been recognised, for 
wholly exceptional action. In the world of words, the Govern- 
ment has endeavoured to explain in an official paper the concept 
of economic planning to which it believes itself to be working; 
and the Opposition has endeavoured to explain, in a document 
bearing the now fashionable title of ‘‘ Charter,” just how far its 
own conception differs from that of the Government. In addition, 
three distinguished scholars, each of whom played a notable part 
in war-time economic administration, have in public lectures on 
this theme nobly tried to share with us the fruits of their expe- 
rience and their reflection. There is plenty of material to discuss : 
the difficulty is to say anything about it, especially in a short 
space of time, which does not melt away in the ears into wool and 
water. 

3. Let me waste a little of that precious time in disclosing 

1 Sir Alexander Roger, K.C.I.E., statement as Chairman of British Insulated 
Callender’s Cables, June 1947. 
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to you, in order that you may discount it, the bias of mind with 
which I approach this whole matter. It is, as you know, that 
of a disciple of the “‘ Cambridge School ” of economics, the puny 
wearer of the giant mantle of Marshall and Pigou. Now this 
school, though in a sense the heir, on the economic side, of the 
great tradition of English philosophical Liberalism, was never 
very rigidly ‘‘ Liberal ’’ in the sense in which that term has some- 
times been interpreted on the Continent. It was acutely aware 
of the evils which can arise out of the unfettered exercise of 
“economic freedom.” The case for redistributive taxation, for 
measures of social security, for the better organisation of the 
labour market, for central leadership and discipline in the domain 
of money and banking, for the public operation of some branches 
of economic activity—all this was part of the stock-in-trade of 
the Cambridge student of economics in the 1920’s and indeed in 
the early 1910’s; and so were more recondite arguments for 
attempting to improve the distribution of the nation’s productive 
resources between different employments. Even the idea of 
Government action to mitigate the force of industrial depression 
was not so unfamiliar to us in those distant days before the First 
World War as is ncw sometimes supposed. If one Cambridge- 
educated economist could oppose a “ policy of public works ” on 
the ground that it involved “ withdrawing from the investment 
market savings which would otherwise be applied to the creation 
of capital,’ it was another who could reply, as long ago as 1914, 
that “‘ the whole point is that in time of depression savings are 
not otherwise so applied ! ” 

Nevertheless, it is, I think, fair and illuminating to say that 
the ideas on which we were brought up would be more truthfully 
summed up in the phrase “judicious State intervention ” than 
in the now fashionable watchword of ‘“ the planned economy.” 
We were taught to think rather in terms of tinkering at the 
systems of private property and economic freedom—freedom of 
occupation for a man’s self and his possessions—than of replacing 
them or even of binding them in chains. Was it simply because 
our teachers, being pragmatic Englishmen, expressed themselves 
naturally in terms of “the next thing to be done ’”’—what wants 
mending in the house or digging up in the kitchen-garden this 
morning? I think there was a little more to it than that. Or 
was it because, whatever they seemed to themselves and to us, 
they were in fact merely the lackeys and parasites of an oppressive 
ruling class? Frankly, I don’t think there was as much to it as 
that! I think the truth is rather that their work was permeated 














424 THE ECONOMIC JOURNAL [DEC. 


with two beliefs, which may or may not have been mistaken, but 
which were at any rate based on honest observation and deep 
reflection. : 

One of these beliefs is concerned with human motive, and is 
crystallised in a sentence of Marshall, to which I often find myself 
recurring (the italics are mine): ‘‘ Progress mainly depends on 
the extent to which the strongest, and not merely the highest, 
forces of human nature can be utilised for the increase of social 
good.” If that seems cynical, it is surely cynicism of a very 
gentle and mellow kind, calculated to promote right judgment 
and to forestall disillusionment. The other belief is concerned 
with the limitations of human knowledge and the fallibility of 
human foresight. Our teachers did not quite believe with Adam 
Smith (who in point of fact did not quite believe it himself!) that 
the study of a man’s own advantage “ naturally or rather neces- 
sarily” leads him to prefer that employment of his resources 
which is most advantageous to society. But they did, I think, 
believe that in this highly uncertain world there is prima facie 
great advantage in having responsibility for the use of resources 
dispersed as widely as possible, on the ground that out of the 
welter of individual judgments—judgments exercised both in 
production and consumption—a more satisfactory result is likely 
to emerge than could ever be achieved in practice by a single 
all-directing will. 

4, I have indulged in this little retrospect because it is impor- 
tant, I think, neither to exaggerate nor to conceal the difference 
between the philosophy of economic liberalism as it has developed 
in this country and the philosophy of the planned economy. — It 
is foolish to speak as though the difference between them were 
the difference between anarchy and order, between the jungle 
and the sown. But neither does it seem at all clear that there 
is no real difference of kind, but only a difference of degree and 
pace, between the conception of Liberal interventionism on the 
one hand and the conception of the Planned Economy on the 
other—the conception that now and henceforward it is incumbent 
upon the State to frame and administer a concrete master-plan 
for the full and effective use of all our economic resources—a 
plan within the four walls of which the plans of individuals, 
producers and consumers alike, must accommodate themselves 
as best they can. Those of us, therefore, who are handicapped 
—if you so regard it—by the kind of congenital or educational 
bias which I have tried to describe have a real personal problem 
to solve. How far can-we honestly manage to attune our thoughts 
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and our teaching to the prevailing wind? And in so far as we 
fail to do so, is there nothing for us but to adopt the stance—an 
honourable stance, but emotionally fatiguing and apt to be 
operationally sterile—of owls in the desert and pelicans in the 
wilderness, praising past times and prophesying doom ? 

5. In his Marshall Lectures delivered at Cambridge in May, 
Professor Lionel Robbins has made a notable attempt to redeem 
us from owl-hood and set us confidently on our own feet. In 
these lectures, as you will see when they are in your hands, he 
set himself to do three things. First, he drove home the inherent 
difference between the single all-subsuming objective of a nation 
at war and the diffused many-headed objective of a nation at 
peace. ‘‘ Of course,” said he, “ if it gives you any satisfaction 
you can still provide a formal description of the ultimate [peace- 
time] goal which has a unitary appearance. Nobody is likely to 
quarrel with the statement that the object of policy should be to 
maximise welfare over time. But this is to state the problem, not 
to solve it.”” And he proceeded to develop with great lucidity and 
force the case for entrusting the solution, with well-understood 
exceptions, to the operation of the market, that ‘“ process of 
election,” as he described it, “‘ which not only allows propor- 
tionate registration of minority opinion, but also continuous 
review of producers’ decisions by those most immediately con- 
cerned with their ultimate results.” 

Secondly, he laid much stress on the positive aspects of a 
liberal policy. He gave his blessing to the view that the powers 
and information at the disposal of Governments are now such as 
to justify them in taking much more active steps to influence the 
total level of industrial activity than would have seemed feasible 
thirty years ago to those of us who even then discerned in the 
damaging alternation of boom and slump the weakest link in the 
chain of economic freedom; though he declined, wisely in my 
opinion, to describe such a policy by any such over-ambitious 
title as ‘‘ planning for full employment.’ And in other fields, 
too, he reminded us, there is much to be done. The continuous 
amendment of the legal framework within which the play of 
economic motive is allowed to operate, the continuous adjustment 
of the ceilings and floors limiting the effects of its impact on 
individual lives—these would in any event be positive and ard- 
uous tasks, well begun by those who have gone before us, but of 
their nature never complete. 


1 The Economic Problem in Peace and War. (London: Macmillan, 1947. 
Pp. 86. 3s. 6d.) 
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Thirdly, as befitted one only lately released from the respon- 
sible réle of médecin malgré lui, he kept our feet on the ground by 
disclaiming any intention of advocating a premature dismantling 
of war-time controls while pressures only too similar in many 
ways to those of war are still upon us. Not a precipitate return 
to laissez-faire, but a reconsideration of inflated programmes and 
a progressively increasing use of market mechanisms—these were 
his prescriptions for the period of transition through which 
inevitably we have to pass. 

Now here evidently is a pattern of thought and activity highly 
attractive to those of us with the liberal virus in our blood but 
unwilling to be banished to the desert or the wilderness. But it 
is evident, too, I think, that its strength as a sheet-anchor for our 
thoughts depends partly on the validity of that convenient anti- 
thesis between the period of transition and the post-war normal 
which has figured in so many discussions from the Coalition 
Government’s White Paper on Employment Policy onwards, and 
has even found sanction in legal instruments such as the Bretton 
Woods agreements. And one of the questions to which my paper 
this morning is intended to lead up is precisely whether this anti- 
thesis is one which it is still sensible to draw, or whether the lesions 
caused or precipitated in our economy by the war are now revealed 
as being of so deep and lasting a character that this distinction 
between the transitional and the permanent must be thrown, with 
relief or regret according to our temperaments, upon the scrap 
heap. 

6. Before facing that question, however, let us see what 
comfort, if any, we sufferers from the bug of liberalism can derive 
from the utterances of certain parties who, while much more 
favourably disposed to peace-time planning than Lionel Robbins, 
are yet concerned to assure us that the Kremlin is not their 
spiritual home. 

I turn first to a line of thought thrown out by one who would 
certainly not describe himself as a 100% planner. In his brilliant 
Rede lecture,! also given at Cambridge in May, Professor Sir 
Hubert Henderson identified the essence of planning as consisting 
in the formulation of precise quantitative programmes extending 
over a considerable range of time ahead, and set himself to investi- 
gate the limits within which, in time of peace, such programmes 
can be expected to serve as useful instruments of action. He 
found his answer by drawing a sharp line, or rather, as we shall 
see, a line blurred only at one critical point, between what modern 

1 The Uses and Abuses of Economic Planning (Cambridge University Press). 
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jargon calls the public and the private sector of economic life. 
Where the Government has taken over the task of production, 
there it can and must plan like any other producer. Further, 
where it is the chief consumer, it can plan its requirements in a 
manner which dominates the market situation : and in this con- 
nection, says Sir Hubert, we must distinguish between the 
component items of really long-term investment programmes— 
houses, generating stations and so forth—in which this condition 
of Government preponderance in the market is now perhaps 
fulfilled, and the shorter-lived and more various category of 
industrial machinery, in which it is not. Imports also—and this 
is the partial blur in the line to which I alluded just now—the 
Government must plan, albeit that even in these days of bulk 
purchase it is not the sole buyer. But when we come to exports, 
and indeed to the general field of ordinary production and trade, 
the Government cannot enforce its programmes, cannot therefore 
effectively plan, and cannot therefore usefully pretend to do so. 

I came away from Henderson’s lecture not only pleasantly 
tickled by his deft puncturing of the balloons of the more ambitious 
practitioners of the sport of economic model-making, but, for the 
moment, definitely consoled. Here, perhaps, was a solution. 
Governments might indeed, as he had pointed out, do some harm 
by publishing unenforceable targets and trying to plan the 
unplannable; but in time they would doubtless learn, and if we 
possessed our souls in patience and did not take wing prematurely 
for the desert and the wilderness, we should find that things had 
settled down to a new equilibrium, with a planned public sector 
of economic life and an unplanned private sector. But when I 
read the lecture again I began to doubt. For one thing, did not 
those import programmes, with all their inevitable repercussions, 
constitute an abiding threat to the clarity of his dividing-line ? 
For another, had he not under-estimated the potency of what I 
have called, on another occasion, “the characteristic English 
processes of jollying along—of encouragements which are not 
quite promises, frowns which are not quite prohibitions, under- 
standings which are not quite agreements’? I felt that he had 
rested his case too little for my taste on the positive merits of a 
free system, and too much on the weakness of the weapons at his 
disposal for supplanting it. If he should once discover that 
those weapons were stronger than he thought, there might, I 
almost feared, be no holding him ! 

7. I turn to some presentations of the theory of planning in 
which those jollying processes, which Henderson’s sharp dicho- 
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tomy tends, I have suggested, to overlook, are glorified and 
idealised until they become the solvent of all our doubts and 
difficulties. That there are doubts and difficulties to be resolved 
is, I think, not denied. Let us look first at the Government’s 
own statement—the now famous introductory section of the 
Economic Survey for 1947. This, as has been pointed out on 
many hands,’ is a very curious document. It draws a sharp 
contrast between democratic planning, which takes account of 
the fact that ‘‘ in normal times the people of a democratic country 
will not give up their freedom of choice to their Government,” 
and totalitarian planning, which “subordinates all individual 
desires and preferences to the demands of the State.’’ Yet only 
a few lines later we learn that under democratic planning it is the 
Government which is to “ formulate the national needs ” and to 
** say what is the best use for the resources in the national interest.” 
The people’s freedom of choice is not to be interfered with; yet 
we must prevent a situation arising in which there are, for instance, 
“too many toys and not enough children’s boots.’’ In the 
democratic no less than in the totalitarian State it is the Govern- 
ment which is to decide which are the “ national priorities ”’ (or 
rather—a specially intriguing phrase—which are ‘the more 
important national priorities’), just as the shopping housewife 
makes decisions for the family. It is not until we get to the 
execution of the plan that the difference between the totalitarian 
and democratic State clearly emerges. The latter, it is true, 
now has at its disposal “a large number of direct controls,” 
which it can use to influence the course of production. Among 
these is rather naively mentioned price control, which “ influences 
the course of production by limiting profit margins”’: it is not 
explained that this influence works pro tanto against the expan- 
sion of the output of those essentials whose prices are subjected 
to control. This, however, is by the way; the main point is the 
White Paper’s conclusion that, in spite of the existence of the con- 
trols, “‘the task of directing by democratic methods an economic 
system as large and complex as ours is far beyond the power of 
any Governmental machine working by itself, no matter how 
efficient it may be.” It can only be secured by the co-operation 
of “ both sides of industry and the people ”’ (another intriguing 
phrase which bears thinking about)—the function of such co- 
operation being presumably not only to carry the plan into effect, 
but to iron out, as it were, ex post any disharmony which may 


1 See especially the article by John Jewkes and E. Devons in Lloyds Bank 
Review, April 1947. 
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have appeared in the plan between what people thought they 
wanted and what the Government knew they really did want. 

It is of course easy for academic persons with infinite leisure 
—or so it is commonly supposed—to pick verbal holes in docu- 
ments drafted by overworked civil servants and initialled by 
distracted ministers. But it is not, I think, surprising that the 
amiable woolliness of this particular document should have 
occasioned some bewilderment. Nor was that bewilderment 
allayed by the explanation given soon afterwards by a very 
highly placed person indeed of the precise manner in which, in 
respect of its most crucial aspect, this co-operation of the be- 
planned people with the planning Government was expected to 
implement itself. For of course the crux of the whole matter is 
that generally speaking, except when occasionally they roll upon 
the floor, the housewife’s shillings and pence can be relied upon 
to go where they are told, and generally speaking the Minister of 
Labour’s men and women can not. ‘ Ask yourself,’’ whispered 
the very highly placed person into the ear of each one of us one 
evening, “ask yourself whether you are doing the kind of work 
which the nation needs, in view of the shortage of labour. Your 
job may bring you in more money, but be quite useless to the 
community.” It is not recorded that on the following morning 
a gigantic game of conscience-stricken generai-post took place. 
But if it had done, might not the results have borne a closer 
resemblance to chaos than to a planned economy? I seem to 
hear that gentle warning of Marshall’s from beyond the grave, 
“Progress mainly depends on the extent to which the strongest, 
and not merely the highest, forces of human nature can be utilised 
for the increase of social good.” 

8. Oppositions, or so it is to be supposed, have more time 
for reflection than Governments; so let us turn to that in many 
ways very notable document entitled ‘‘ An Industrial Charter ”’ 
to see whether it throws any sharper light on that functional 
boundary line of which we are all—yes, even the owls and pelicans 
among us—in search. There can be no doubt, I think, that some 
of the individual planks in this programme are in closer accord 
with the philosophy of what I have called Liberal Interventionism 
than with that of what is usually thought of as a planned economy. 
For they recognise that that dispersal of decision-making power 
which I have pointed to as one of the guiding principles of the 
liberal philosophy is not the same thing as mere delegation. The 
distinction is, I think, important. If an army commander gives 
general orders to a divisional commander, he at the same time 
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delegates to the latter the duty of giving more detailed orders to 
his subordinates; and it is universally agreed that it will not 
usually make for efficiency if the army commander then butts in 
to see exactly what those orders are and how they are being 
carried out. But there is nothing in this to alter the fact that if 
the army commander’s plan is wrong, the whole army comes to 
grief. The dispersal of economic judgment commended by the 
liberal philosophy meant something much more than this: it 
was not merely a device for promoting administrative efficiency, 
but a recipe for securing that all the eggs should not be in the 
same basket—that in this highly uncertain world the fortunes of 
a whole trade, or a whole area, should not depend on the foresight 
and the judgment of a single centre of decision. Now, as I have 
said, in some of their specific proposals, such as those dealing 
with the commodity markets and with road transport, the authors 
of the “ Industrial Charter ’’ appear to be nailing their flag to 
this mast. But in their more general exposition of the process of 
plan-making, they flutter continually towards that alluring meta- 
phorical candle, the distinction between the “ strategic ” decisions 
to be taken by Government and the “ tactical” decisions to be 
delegated to industry, towards which, by the way, that substantial 
moth the Editor of the Economist is also not infrequently found 
to be hovering : so that in the end we are not too sure, any more 
than in the case of the Government White Paper, what is really 
being said. One thing, however, seems to be fairly clear. In 
the co-operative process of plan-making and plan-execution, a 
very large part is to be played by bodies representing organised 
industries. So long, for instance, as the control of raw materials 
lasts, it is by ‘‘ the industries themselves ”’ that allocation between 
individual users is to be carried out, though the Government 
would satisfy itself that the. schemes of allocation are fair. One 
thinks of that intriguing phrase in the White Paper, ‘‘ both sides 
of industry and the people”: is it cynical to wonder whether 
under this semi-corporative set-up ‘“‘ the people ” may not some- 
times come out a bad third? I confess that the composition of 
the new Planning Board, with its carefully balanced representa- 
tion of the gigantic federations of capital and labour, has not 
removed my misgivings. 

9. This conception of active participation by organised 
industry both in the framing and the execution of plans plays 
an equally prominent part in the most weighty and elaborate of 
the expositions of the philosophy of planning which I have set 
myself to consider—the lectures given in the University of London 
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last March by Provost Sir Oliver Franks.1 It need hardly be 
said that this discussion by a distinguished philosopher, who rose 
within a short time to one of the highest posts in the administration 
of the war economy and who has lately been called back to the 
service of the country in connection with the Marshall offer, 
deserves close attention, and that I run grave risks of doing it 
injustice by compressing my comments on it into the space of a 
few minutes. For reasons which centre on our international 
trading situation, Sir Oliver has become convinced that central 
planning in this country is absolutely essential, not merely for a 
short period of transition, but for as long ahead as it is useful to 
look. He conceives of the essential element of such planning as 
consisting in ‘‘ decisions of policy quantitatively expressed in the 
form of programmes and such measures as in particualr circum- 
stances may be necessary to ensure the performance of these 
programmes.” The actual programming is apparently to be 
confined to-imports and exports; but these programmes are to 
be regarded as expressing “an outline scheme of management 
for the total economy offering certain results in the standard of 
living for the people.”” There is to be no woolliness or lack of 
precision as to what this scheme is or who is responsible for it : it 
is the Government which is to be ‘‘ committed to selecting and 
defining the ends of the national economy ”’ in such wise as to 
render inapposite the old objection that ‘‘the purposes of the 
nation in peace are multiple, vague and fluctuating.” Thus the 
Government is to find that “it has gone into business manage- 
ment and become general manager of the national economy.” 

Yet the decisions taken by the Government are only to be 
general in scope and as few in number as possible. Nor are they 
to be communicated to industry and commerce in the form of 
orders, for it is of the highest importance that initiative should 
be diffused throughout the system. “‘ Government will depend 
for the carrying out of its decisions on undertakings voluntarily 
given by industry and commerce.” Yet—and here comes the 
Hegelian synthesis—“‘the method of agreement does not leave 
business free to agree or disagree as it likes with the programmes 
laid upon it by Government ”’; for “ the condition of the method 
of agreement is [the] prior agreement to agree,” based upon 
recognition of a community of purpose. 

There are, I cannot help feeling, some disconcerting gaps in 
Sir Oliver’s exposition. Nothing at all is said about that Achilles’ 


1 Central Planning and Control in War and Peace (London School of Econo- 
mics and Longmans, Green and Co.). 
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heel of central planning, the direction of labour; it may be that 
we are to understand that Organised Labour, too, is to give a 
general undertaking to acquiesce in any programme that may be 
laid down and arrange a conformable distribution of the labour 
force. Again, industry is to be allowed to make reasonable profits, 
and profits depend on prices: but no clear indication is given as 
to what use the Government is to make of the price system in 
framing and implementing the programme of national needs. 
But even apart from these considerable omissions, I find that all 
my respect for Sir Oliver’s intellect and experience does not enable 
me to feel that he has successfully reconciled certain fundamental 
contrasts. The contrast between those detailed statistical pro- 
grammes, which are to be not merely “ statements of need ”’ but 
“ acts of will ” on the part of the Government, and the few and 
general decisions which it is to take on the basis of them. The 
contrast between the conception of free association and the con- 
ception of a chain of command—as to which here is one final 
quotation. ‘“* Responsibility for different functions must be placed 
on those who perform them without equivocation and without 
strings.” I can see what that statement means as applied to an 
official in a hierarchy ; but the business men are not to be officials, 
and the market mechanism which disciplines them under free 
enterprise is to be superseded, or so it would appear, by the 
national programme of needs. 

10. Now once more, verbal criticism is easy; and to all this, 
if he could be here and were not better employed, Sir Oliver 
would, I fancy, make one reply. Do I, he would ask, reject his 
fundamental premiss—that for this country Governmental selec- 
tion of imports is essential for as far ahead as it is any use trying 
to think? Or do I agree that we must now frankly abandon in 
this vital field that comforting distinction between the transitional 
and the post-war normal? And in that case, for an economy 
like ours into every cranny of which the tentacles of international 
trade penetrate, does not everything else follow—the permanent 
central economic plan and the expedients, unsatisfactory as we 
may think them, for creating an aura of partnership and consent 
around its execution ? 

The Second World War, so I conceive the argument to run, 
has done something much more to us on the external side than 
create a set of temporary disabilities—damaged and deteriorated 
plant, world food shortage, and so forth—which are plain for all 
to see but of which it is not unreasonable to look forward to a 
fairly early end. On the contrary, by the virtual obliteration of 
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our net creditor position, by the stimulus which it has given to 
the manufacturing ambitions, in the sphere not only of consumable 
but of instrumental goods, of numerous overseas countries, it 
has precipitated something which in the fullness of time was 
destined to happen in any case—the final showing-up of that 
precarious manner of life on which we heedlessly embarked a 
century and a quarter ago. The vital character of the majority 
of our surviving imports on the one hand, the limits to the possible 
extension of world trade in manufactures on the other, forbid us 
to suppose that our external equilibrium can ever be restored 
or maintained through trusting to the mechanism of the market, 
even as tempered by the cushions and flexibilities of the new 
international monetary mechanisms agreed at Bretton Woods. 
In these circumstances the restoration of consumer’s sovereignty 
becomes an idle dream. The Government must perforce be 
trusted, in peace no less than in war or quasi-war, to make, in 
respect of imports, rough-and-ready judgments about the first 
things which shall come first—judgments which, however vulner- 
able intellectually and however galling to minorities in their 
execution, do at least offer a prospect of preserving the fabric of 
social peace. It must be trusted no less, by whatever means it 
can command, to ensure that the selected imports are paid for by 
exports, since the play of self-interest can no longer provide any 
sufficient guarantee against the nation staggering along in a con- 
dition of mendicancy, ending when the external support is with- 
drawn in starvation and collapse. 

I have put the case briefly, though I venture to think more 
persuasively than it is sometimes put by its exponents. I think 
it is a serious case deserving honest examination, and I hope to 
hear it discussed. Whether it be true or false, there is not much 
disagreement that the kinds of expedient to which it points— 
import-restrictions, export-pressures—are, to revert to that old 
distinction. between the transitional and the post-war normal, 
inescapable for the immediate future. Nor can the drift of world 
sentiment towards the obliteration of that consoling distinction be 
ignored. Of the numerous let-outs and saving clauses with which, 
when it last met the public gaze, the draft charter of the Inter- 
national Trade Organisation was found to be bristling, most, 
though not all, appeared to be without limit of time. 

But there is surely another side to the story. I have been 
much encouraged to observe, in the commentaries of thoughtful 
persons during the last few months, a growing emphasis on the 
connection between external problems and internal policy. 














434. THE ECONOMIC JOURNAL [DEc. 


There has been a growing tendency to re-discover that what are 
politely called ‘‘ balance of payment difficulties ’’ do not necessarily 
drop like a murrain from heaven, but that any nation which 
gives its mind to it can create them for itself in half an hour with 
the aid of the printing press and a strong trade union movement. 
That tendency to connect up has, it is true, not yet seriously 
infected our Chancellor of the Exchequer, who only a week or 
two ago took occasion to boast that “ the contrast is most remark- 
able between the great difficulty of the overseas position . . 
and the relative ease of the purely domestic financial position, in 
which things are very much better and easier than we would 
have had any reason to expect two years ago’: but perhaps he 
will hear of it in time. Until this side of the matter—the con- 
nection between home financial policy and balance of paynent 
troubles—has been explored and faced, it is surely far too early 
to give up hope of working our passage back to a state of affairs 
in which we can keep our heads above the international water 
without the aid of that mystical Frankish strait-waistcoat of a 
perpetual plan. 

11. But that there is a passage to be worked, I have no doubt. 
Years of low-brow talk about production for use and not for profit, 
fewer but intenser years of high-brow talk about the humbug of 
finance and about investment breeding its own saving, have left 
us with a formidable web to unwind. Do you remember those 
words in the Planner’s Song in Through the Looking-glass ?— 

** But I was thinking of a plan 
To dye one’s whiskers green, 


And always use so large a fan 
That they could not be seen.” 


They throw some light, I think, on our predicament. A war 
economy demands, as we have found, not merely the underpinning 
of general standards of life, but the distribution of particular 
things according to need. And the result is that two different 
questions tend to get inextricably tangled up. The first is the 
question of how far we want to modify the distribution of income 
which the free play of economic forces would bring about. The 
second is the question of how far the satisfaction of wants should 
be organised communally instead of being left to the operation of 
the market. Now the war has produced changes in both these 
fields which I think a wise man would judge to be not temporary 
but, in part at least, irreversible. The distribution of income has 
been altered in favour of the manual-working classes: and some of 
the extensions of communal action, such as the provision of cheap 
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milk and vitamins to children, have certainly cometostay. But the 
way in which these two types of change have been interfused has left 
us ina bit of a tangle. The costs of these extensions of communalism 
have, so far as possible, been kept out of sight of the individual 
—hidden behind “ so large a fan that they could not be seen ”— 
with the result, for instance, that for food subsidies alone the 
national budget is now bearing a charge of some £400 millions 
a year. And the consequence has been, as that saturnine jester 
Mr. Schwarz delights to remind us, the development of a certain 
schizophrenia on the part of the ordinary man: as a voter he 
plumps enthusiastically for house room and milk and medical 
attention; as a spender of income he continues to plump for beer 
and cinemas and dog-racing tracks and perpetual motion by bus 
and tube and train. And all this happened at a time when it 
was necessary also to call upon him to make provision for the 
future, by the re-conditioning of plant and the righting of the 
balance of payments, on a scale which would anyhow have severely 
tested his willingness to part with the control of his own income 
for public ends. By what particular compound of resented re- 
striction, unpalatable taxation and disillusioning curtailment of 
programmes we shall scramble out of the immediate mess I cannot 
forecast. But I am unregenerate in thinking that if we want to 
prevent its recurrence we shall have to beat a certain measure of 
retreat in this matter of communal or subsidised consumption. 
I think our planners must ask themselves very seriously whether 
in the long run first things can really be made to come first unless 
the individual develops the desire and the will to put and keep 
them first—develops the readiness to pay, even for such essentials 
as food and house room, something much more closely approach- 
ing their full economic cost, and to limit his communal dreams to 
a range for which, when it comes to the point, he is really willing 
to fork out without more than the formal grumble to which every 
taxpayer has a traditional right. 

Here are four sentences from a letter to The Times,! which 
met my eye just as I was struggling to compose this address, and 
which express with the refreshing directness of the practical man 
a good deal of what I have just been trying-to say. ‘“ If a man’s 
wages go up and his expenditure on essentials is kept down by 
subsidies, where can his surplus purchasing-power go except 
on inessentials? The price mechanism is stultified. ... We 
cannot restore the price system at a blow, but we can work to- 
ward it and not away from it. It is the only way of directing 
1 By Col. Nigel Birch, M.P., July 19, 1947. 
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labour in a free society and incomparably the most effective in 
any society.” ; 

Not at any rate until we have tried to work along that path 
do I feel disposed to admit that the seamless robe of Frankish 
corporativism is the only, or indeed likely to be the most efficient, 
wear in which to face whatever permanent readjustment of 
the national life is forced upon us by the ending, if it has 
ended, of that chapter which began when we set out with 
such splendid improvidence to become the workshop of the 
world. : 

12. I must bring these desultory reflections to a close. It 
may help to crystallise discussion if I remind you that in their 
course I have found occasion to examine certain closely related 
distinctions which figure rather prominently in public debates on 
this theme of the planned economy, and invite you to shed further 
light on their meaning and validity. 

The first is the distinction between arrangements appropriate 
to the transitional period and arrangements appropriate to the 
normal post-war world. Should we, in our thoughts and in our 
legal and diplomatic instruments, hold fast to this distinction as 
our best guarantee against the appetite for control growing by 
what it feeds upon, even though the transitional period bids fair 
to last much longer than we once may have hoped? Or must 
we, as some would have us, decide that this antithesis has now 
become a humbug and a nuisance—a polite periphrasis for split- 
mind, a cloak for what human beings always find so attractive, 
saying one thing and doing the opposite ? 

The second distinction is that so much beloved of editors and 
broadcasters—the distinction between the strategic functions to 
be performed by Government in the economic field and the 
tactical functions to be performed by somebody else—by Industry 
with a big I and Labour with a big L, or perhaps just by you and 
me. Can we give precise content and meaning to this metaphor, 
or does it rest on a false analogy between something which is an 
organised body under a definite chain of command and some- 
thing—the nation in its economic aspect—which is not ? 

The third is the distinction between the Government sector of 
economic life and the private sector. Is Henderson right in inking 
in that boundary line as marking the frontier between the field 
in which precise quantitative programming is sensible, because 
it can be enforced by acts of will, and the field in which it is 
bound to degenerate into pipe-dreams? Or are those right who 
hope or fear, as the case may be, that in this country at least the 
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mysterious processes of “ jollying along ”’ can be so perfected as 
to render this boundary line of little account ? 

And the fourth distinction, the most important of all, is that 
distinction between democratic and totalitarian planning which is 
so flattering to our self-esteem, but which leaves the hard-boiled 
Liberal shaking his head and the hard-baked Communist chuck- 
ling up his sleeve. Do these two kinds of planning really differ 
in the quality of their ends, or only in the effectiveness of the 
means at their disposal for achieving those ends? And if that 
is the only difference, is there not a danger that the ‘“ controlled 
economy ” will always be living on the edge of a precipice— 
walking on a tight-rope with its head in a cloud of make-believe ? 

D. H. RoBertson 
Trinity College, 
Cambridge. 


No. 228.—vo.L. Lvm. 











WAGE POLICY IN FULL EMPLOYMENT ! 


I 


THE object of this essay is to examine the possibility of a 
policy of wage stabilisation in the context of a state of full 
employment. In particular, we shall analyse the recommenda- 
tion of a “unified wages policy”’ for this purpose. For our 
text we may take the relevant recommendations by Lord 
Beveridge in his Full Employment in a Free Society. On page 199 
Lord Beveridge frowns on “ sectional wage bargaining pursued 
without regard to its effect on prices,” and wants to put in its 
place (p. 200) “‘ a unified wages policy ” ‘‘ which ensures that the 
demands of individual Unions will be judged with reference to 
the economic situation as a whole.” Such “ reference,’ Lord 
Beveridge believes, will result in the unified bargainer on the 
labour side—presumably the T.U.C.—seeing “reason” and 
refraining from pressing for higher wages. 

This expectation is not self-evident. “‘ Reference to the 
economic situation as a whole’ may simply convince the T.U.C. 
that the “‘ situation as a whole ”’ is one of full employment with 
many unfilled vacancies, so that wages can be pushed up freely 
without causing unemployment. A sectional Union (not aware 
of the universal state of full employment in the “ economic 
situation as a whole ’’) may be induced by an (irrational) fear— 
perhaps based on the survival of institutional attitudes from the 
era of unemployment—of an influx of outside labour to be more 
moderate in its wage demands than the T.U.C. as a whole would 
be. We must not take it for granted that sectional bargaining 
will be more reckless than the unified method. 

Historically speaking, too, it would be surprising if this last 
step towards final collectivisation of wage bargaining would result 
in less wages pressure. Collective wage bargaining has been 
developed as a device for the achievement of higher wages. The 
main reason why collective bargaining has had this effect—apart 

1 This article was written while working at Glasgow University and in 
connection with research work on Trade Union structure undertaken by Mr. 
J. D. M. Bell at the Economic and Social Research Dept. there. I had the 
inestimable benefit of discussion with my colleagues of the Political Economy 
Dept. and of the Economic and Social Research Dept. The article is entirely 


unrelated to my present position on the U.N Secretariat and expresses purely 
personal views. ' 
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from such factors as the pooling of workers’ resources, the hire of 
bargaining skill and experience, etc.—has been precisely because 
all producers being simultaneously affected by collective wage 
concessions will put up much less individual resistance to wage 
pressure.! The more collective the wage agreement, the less will 
it affect the competitive position of the individual producer 
within the industry and the easier will it be to shift higher wages 
on to prices. It seems more natural to assume that a unified 
wage bargaining system will be a further step in the same direc- 
tion. Producers will lose the last incentive to resist wages claims 
since not only their position within their industry but also the 
position of their industry vis-a-vis other industries would remain 
unaffected by a universal change in wages. Further, the last 
impediment to absorb the wage increases in higher prices would 
also be gone since the prices of possible substitutes—if only in 
the sense of goods competing for people’s income—would be 
similarly affected. 

These last arguments apply to the case of universal wage 
changes negotiated by the unified bargaining agency. The case 
which the protagonists of a unified wages policy have more in 
mind is that the wage increases though negotiated by the “ uni- 
fied ’”’ method will apply only to sections of workers. For instance, 
it may be decided by discussion between the T.U.C. and the 
F.B.I. (possibly even by internal discussion within the T.U.C. 
only) that cotton-spinners, foundry-workers and farm-workers are 
to get a 10% rise, but that all other workers should postpone their 
wage claims for a year. Again, it is far from obvious that the 
unified method will lead to lower wage-levels. It may concentrate 
wage increases where they do most good and where their inflationary 
effect is least, but this presupposes that bargaining pull within 
the T.U.C. coincides with the economic case for maximum 
production in ‘“‘ bottlenecks ”—a very wide assumption. 

If we try to assess the response of the Trade Union movement 
to this appeal for a “responsible” unified wages policy, three 
points are noteworthy. 

(1) What the Trade Unions think they are, in fact, told is that 
in times of unemployment (when their power of pushing up wages 
is small) they will be given a free hand since there is a chance of 
higher real wages being paid out of increased production, but in 
times of full employment when they have the power to push up 


1 This, of course, accounts for the preference of Trade Unions—which would 
otherwise seem incomprehensible or even foolish—to deal with representative 
employers’ associations instead of dealing with employers individually. 
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wages they must not use it. This offer of “ heads you win, tails 
I lose ’ cannot in itself be very attractive to the Unions, and an 
offer of their release from ‘responsibility ’’ on the appearance 
of unemployment is not likely to be taken for a sufficient quid 
pro quo. Their reply to such an “ offer’’ would certainly be 
“ Thank you for nothing.” 

(2) The Trade Unions are—among other things—institutions 
intended to obtain a higher standard of living for their members. 
Their traditional method is by pressure on money wages. If 
they are now told that they must change their entire nature, this 
is equivalent to telling private producers that they must no longer 
proceed by their traditional method of making profit. From the 
Trade Union point of view (though not perhaps to the outside 
economist) these two exhortations seem precisely on the same 
level. In both cases an economic institution would be asked to 
act contrary to its natural instincts. But if employers could be 
exhorted not to raise prices when they have the chance of doing 
so—the main argument for the exhortation to the Trade Unions 
would disappear. For if employers could be induced to act in 
this unnatural way and allow their profit margins to be squeezed, 
it would be no longer true that Trade Unions cannot benefit their 
members by raising money wages—sectionally or generally. To 
the extent, therefore, that appeals to producers for ‘ broad 
views,” ‘‘ responsibility,” ete., succeed similar appeals to the Trade 
Unions are less likely to find an open ear. Since the opposite also 
applies, this seems a peculiarly unpromising situation where each 
side stands to gain by waiting for the other to move first. The 
path of a unified wages policy is not easy. Similarly, it would 
seem to be no less unnatural to deal with the trade cycle by 
expecting consumers to spend freely when their income declines, 
but to cut down spending when their income increases. This, 
too, runs contrary to nature. 

(3) A state of full employment is inevitably a period of low 
risks of production and high profits. The high profits (in so far 
as they are not monopolistic) are made by the non-marginal 
firms. The Trade Unions are asked to accept the high profits 
made by the many non-marginal firms for the sake of the possibly 
few marginal firms which are needed to maintain full employment. 
Yet the Trade Unions could raise wages in the non-marginal firms 
only and thus benefit at least some of their members—and pos- 
sibly redistribute the benefits over all their members by internal 
levies and subsidies—and incidentally they could remove the 
obstacle presented by the marginal firms by helping in the transfer 
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of their labour to the lower-cost firms through the creation of 
such wage-differentials. Thus the interests of the Trade Unions 
seem to call for the development of less collective techniques of 
wage pressure, with subsequent adjustment of such discriminatory 
wage advances to the Trade Union principle of the “ common 
rule.” The more collective technique now presented to them 
may appear to them unattractive in view of this alternative. 

A further doubt whether unification of wage bargaining will 
result in greater restraint arises from the fact that any action 
taken by the T.U.C. as a whole inevitably involves more publicity 
than a step taken by an individual Union. After unification, 
every step taken by the T.U.C. will be even more closely watched 
than it is now. Publicity in bargaining notoriously leads not to 
restraint and responsibility but to its opposite. Public bargaining 
involves questions of prestige and face-saving which does not 
only preclude restraint but is prodigal of industrial disputes. 
One does not feel that the proposers of the New Wages Policy 
have paid sufficient attention to this doubt. 

It may be added that the New Policy will be on its trial for 
a considerable time. The individual Trade Unionist will, for a 
long time to come, compare what the T.U.C. does for him under 
the new dispensation with what his Union could have done for 
him under the old. A return to the old régime will always be 
on the cards—or is the T.U.C. to be given a statutory monopoly 
of wage discussion? The negotiators in the T.U.C. cannot fail 
to be aware of this watchfulness, the implicit comparison and 
the implicit threat. This works in the same direction as the 
publicity mentioned in the preceding paragraph to create a frame- 
work highly unpropitious to restraint and wage stabilisation. 

One of the effects of full employment will be that the interests 
of different groups of workers will become more divergent. 
Swings of the trade cycle—especially depressions—bring home 
to workers their common interests. In a depression all wages 
are under pressure together (though not necessarily to the same 
extent), in a boom they all move up together. Thus, past ex- 
perience has been most favourable for united action by workers 
—yet even in those conditions bargaining remained sectional. 
The idea that there is a clash between different sections of workers 
to be reconciled by internal discussions and priorities handed 
out by the T.U.C., must appear much stranger to the worker 
(drawing on his past experience) than to the economist. Again, 
we must have some sympathy with a feeling of bewilderment 
and distrust. In the past, when the interests of different groups 
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seemed to coincide wage bargaining was sectional. Now that 
the worker is told that higher wages for some mean lower wages 
for the rest, he is asked to change over to a unified method of 
bargaining. Unite because your interests clash! This is no 
doubt a distorted version of the New Policy, but one which will 
be widespread in the minds of Trade Unionists up and down the 
country and which represents a formidable stumbling-block in 
the path of its inception. 

It may be thought that the transition to the unified system 
would be eased by the decrease in the number and the increase in 
the average size of sectional Unions. Even this, however, is a 
doubtful point. Will not the large Unions—with a hierarchy and 
apparatus of their own—be less willing to transfer their bargaining 
powers than the small Unions? Do the proposers of the New 
Policy argue that the amalgamation movement among Trade 
Unions—unification on a limited scale—has in itself had a restrain- 
ing effect on wage demands ? 

On the question whether the existence of few and large Unions 
is really favourable to the development of a unified spirit the 
testimony of the Webbs is pertinent. “The very competition 
between rival societies which Newton’s amalgamation [of Engi- 
neers} was intended to supersede has, through this all-inclusive 
policy, itself been rendered more intense and intractable.” 1 The 
dilemma may be that, even if we assume fewer and larger Unions 
to be more easily brought together externally, they may suffer 
from internal strains and stresses—similar to those to which the 
whole T.U.C. would be exposed under the New Policy—and an 
eternal fear of break-away bodies which will prevent them from 
doing anything which would provide food for internal dissension. 
The abdication of sectional bargaining powers would undoubtedly 
be such a step. “‘A Trade Union is more than an economic 
creature; it is also a body politic.” 2 


a7* 


Another aspect of the New Wages Policy which we now pro- 
pose to consider is that there should be more “ reason ”’ in wage 
bargaining than hitherto. In the words of Lord Beveridge: 
“Wages ought to be determined by reason, but reason cannot 


1 Industrial Democracy, Vol. I, p. 112. 

2 J. Shister, ‘‘ Trade Union Government,” Quarterly Journal of Economics, 
Nov. 1945, p. 110. 

8 This section embodies arguments previously used by the present writer in 
the Certified Accountants’ Journal, 1946 (‘‘ Wages Policy and the Accountant ”’). 
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work in practical affairs without facts.’”’1 Hence the importance 
of ascertaining and publicising all the relevant facts, specially on 
cost and profit margins. 

The dream of an Age of Reason in wage bargaining is not new. 
The Liberal Industrial Enquiry wanted collective bargaining to 
develop into “joint ascertainment.” 2 The Balfour Committee 
looked with hope to a “ gradual broadening of outlook,” * and 
expressed the “earnest hope” that ‘‘ a wider and fuller appre- 
ciation of industrial relations and tendencies as a whole will lead 
negotiators to ensure that rates and conditions shall bear a due 
relation to the general state of trade and industry.” Professor 
Pigou has already objected to this hope that “ from an analytical 
point of view disputes between a workman’s Union and an em- 
ployer’s association are closely analogous to disputes between 
two nations”’—thus presumably denying the applicability of 
“reason.” Even though Professor Pigou proceeds to exempt 
wage-rates from the statement just quoted, his exemption, in 
turn, would seem to relate more to wage-rates in a particular 
industry than to the general level of wages. In sectional wage 
bargaining, other things, especially other wage-rates, can be 
taken as given, and “reason” can therefore operate within a 
framework of outside data or “facts.” With unified wage 
bargaining, however, everything is in the melting-pot at the 
same time, and the criterion of “ reason’ becomes tantalisingly 
shadowy. We may, therefore, conclude that the demand for a 
wages policy which is at the same time “unified” and also 
“reasonable” contains in itself an element of contradiction. 

To be sceptical about the substitution of reason for bargaining 
in wage discussion does not, of course, entail the view that the 
whole field, as a case of “ bilateral monopoly,” is inaccessible to 
economic reasoning. Among others, Zeuthen, Hicks and (most 
recently) Morgenstern and Neumann in their Economic Behaviour 
and the Theory of Games have shown that this is not so. But 
the reasoning to be applied to the case of wage bargaining is 
much more complex than an assumption that there is some 
standard of reason on which both parties can agree in advance 
so that the working out of wages becomes a matter for a girl with 
a calculating machine. 

In any case, it seems highly in advance of present accounting 
technique to think of costs and profit margins as scientifically 
ascertainable “ facts.’”’ Costing, and especially the distribution 


1 Loc. cit., p. 201. 3 Final Report, p. 94, 
2 Britain’s Industrial Future, p. 160, 
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of overhead costs, is still in an embryonic stage. Furthermore, 
it would be in direct contradiction to Trade Union ideas to accept 
a statistical profit margin or cost data—even if agreed—as a 
final argument in wage discussion. The natural reaction of a 
Trade Union official would be to argue that higher wages will 
increase managerial efficiency by the very process of squeezing 
the profit margin.1_ How can such an argument be dealt with in 
the light of ascertainable facts? Or the Trade Union argument, 
that the low profit margin is due to managerial inefficiency of 
which the workers must not be made the victims?* Or, finally, 
that the wage-paying capacity of the industry could be increased 
by nationalisation? Such arguments are at the core of modern 
Trade Unionism; yet they are not of a kind to be dealt with by a 
reasonable formula. 

It may also be presumed that the Trade Union view that 
high wages are necessary even where the present wage-paying 
capacity does not permit them, in order to exert pressure on 
industrial management towards greater efficiency, will be further 
strengthened in a period of full employment when other sources 
of pressure (such as risk or competition) will be much weakened. 
This fact again does not augur well for the likelihood of reasonable 
restraint in the light of statistical margins. 

One of the difficulties which the appeal to “reason” will 
have to overcome is that either we conceive of wage negotiations 
as taking place between two parties with antagonistic interests 
—in which case the wage is a market rate without any definable 
*‘ reasonableness’ about it—or else that there is a spirit of 
common interest between the two sides, in which case their 
common interest would lead them into the line of least resistance 
towards higher wages and higher prices (with the monetary 
authorities in the background guaranteeing a flow of money to 
support the higher level of prices in pursuit of a policy of full 
employment). In no case would the result be anything like wage 
stabilisation. We must agree with Professor Hutt that where 
“‘ reasonableness ”’ is found, it is among ‘‘ co-operant monopolist 
factors.” 3 

That the Trade Unions would welcome more (and more 


1 In this they have the support of Mr. Rowe who thinks that Trade Unions 
ought to raise wages deliberately above marginal productivity in order to enforce 
progress (Wages in Theory and Practice, p. 229). 

2 It must be remembered that in a state of full employment there are likely to 
be other firms existent in the same industry which make good profits; this would 
lend force to such an argument. 

3 Theory of Collective Bargaining, p. 100. 
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uniform) information on industrial profits is certain. Sir Walter 
(now Lord) Citrine stated in evidence to the Cohen Committee : 
“We deem it essential, if we are to deal intelligently with 
claims for increases of wages or improvements in conditions of 
employment, to know as much as possible about the companies 
or the employer with whom we are dealing.” + ‘ We shall 
probably, in the post-war period, do a great deal of analysis of 
company returns.” * But when Sir Walter Citrine goes on to 
argue that more information made available to the T.U.C. would 
help them to “educate our own members to take a realistic 
perspective and not always to assume that somewhere there is a 
vast volume of profits which has been hidden up somebody’s 
sleeve,” * he is directly contradicted by the Potters’ Union 
which, according to the evidence of the Working Party on Pottery, 
pressed for better costings and statistics for precisely the opposite 
reason, namely, that it would raise wage rates! One is inclined 
to think that the Potters’ Union is more right in their assessment 
of the effects of full disclosure of “all the facts” than Lord 
Citrine. After all, the effect must be to make known to the 
Unions the employers’ upper sticking-point and thus enable 
them to fix wages at a higher point than if they had been ignorant 
of the location of that point.® 
On reflecting about the hope of an Era of Reason leading to 
wage stabilisation in full employment, we are forced to conclude 
that the verdict of the Webbs still stands, that wage problems 
are ‘‘ not problems which can be solved by even the most perfect 
calculating machine.” ® 
On the other hand, in his evidence to the Cohen Committee 

Sir Walter Citrine urged that the information on profits be made 
available to the T.U.C. as a whole. “It would simply be for 
Congress to reconcile the claims of particular Unions to that 
information.” 7 This would at first sight indicate a move in the 
direction of a unified wages policy; but it is worth noting that in 
the reply just quoted Sir Walter Citrine seemed to indicate that 
the information be turned over to “ particular Unions.” The 
suggestion, therefore, seems more designed to strengthen the 
general situation of the T.U.C. vis-a-vis the particular Unions 
than a specific step in the direction of a unified wages policy. 

1 Evidence 25/7/1944, p. 699, Qn. 11,912. 

® Ibid., p. 701, Qn. 11,932. 2 Ibid. 

4 Working Party on Pottery, p. 19. 

5 See Hicks, Theory of Wages, p. 61. 


® Industrial Democracy, Vol. I, p. 184. 
7 Qn. 11,927, p. 700. 
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III 


It is not enough that Trade Unions should show restraint in 
pressing for higher money wages. It is also necessary for em- 
ployers to show restraint in offering them. The possibility that 
Trade Unions would prevent their members from accepting wage 
increases once they have been offered by employers we can dis- 
miss as Utopian. The Trade Unions as voluntary associations of 
workpeople could not possibly play such a part. The Trade 
Union rate is a minimum rate. Except for certain additions 
given in a manner which the Unions consider as discriminatory, 
paternalistic or undignified (such as certain forms of profit sharing), 
the Trade Unions have never in the past objected to a “ straight ” 
excess over the rate for the job. 

The incentive on the part of employers to offer higher wages 
is undoubted. Operating on a high profit margin! and with 
pressure on their order books, firms reluctantly see profitable 
business slipping through their fingers through lack of labour. 
By attracting labour from its competitors, a firm will increase its 
own profits and weaken its competitor’s position—a double 
score. Even where full employment does not mean absolute 
scarcity of labour, it will mean scarcity of good-quality labour; 
and it will often be more profitable to attract good-quality labour 
from elsewhere by the offer of higher wage-rates rather than take 
on low-quality labour which may still come forward at the old 
rate. 

A situation in which the employers were voluntarily offering 
the higher rates for which the Trade Unions have retrained from 
pressing, would clearly be intolerable to the Unions. They would 
certainly take the line that if there are wage increases going in 
any case, they should be brought about by the normal Trade 
Union technique and in a manner which would demonstrate the 
value and usefulness of Unionism to their members. That the 
Unions are concerned not only with higher incomes for workers 
but also with the manner in which such rises are brought about 
is well illustrated by the long-continued lukewarm attitude of 
‘the T.U.C. to family allowances. An important element in this 
attitude was the fact that family allowances are a wage supple- 
ment which is outside the ordinary wage bargaining machinery 
and for the maintenance and increase of which the recipient does 
not look to his Union. 

Thus, as soon as there is any tendency of “ overbidding ” on 


1 See Mr. Kaldor’s estimates in the Appendix to Sir William Beveridge’s book, 
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the part of employers we must expect the Trade Unions to 
become restive and renew their wage pressure. This may well 
develop into a new inflationary circle—the ‘“ employer-induced ” 
and the ‘“ Union-induced”’ rises chasing each other. Once 
employers pay more, the Unions will renew their pressure; the 
new and higher Trade Union rate will again be outbid by a 
number of employers, etc. 

The restiveness of the Unions will be all the greater if the 
employers try to limit the higher wages to their new recruits 
enticed away from other employers. In this case, another Trade 
Union axiom, the “common rule,” is violated, as well as the 
“ prestige’ rule as to the way in which higher wages should be 
obtained. To assume discriminatory voluntary wage advances 
by employers combined with a quiescent ‘“‘ reasonable” T.U.C. 
could almost be called a contradiction in terms. 

A contributory reason why employers will be tempted to 
offer good workers higher wages (which will then become general- 
ised by Trade Union pressure in the name of the ‘‘ common rule ’’) 
is that the inducement of steadier employment which normally 
takes the place of a higher rate for the efficient worker loses its 
value in times of full employment. The pecuniary equivalent 
will instead be paid in higher wage-rates thus putting a constant 
strain on the Trade Union principle of the “common rule.” This 
strain will make a quiescent Trade Union attitude less likely. 
Professor Pigou has explained why the bargaining position of 
the Unions in respect of the standard rate is stronger than the 
bargaining position of the individual worker in respect of an 
excess rate over and above the standard rate 1—but these reasons 
will become largely inoperative in times of full employment. It 
seems hardly likely that the Unions will be content to see their 
standard rates become mere shadow rates, with actual rates 
“way above.” 

Even in the pre-full-employment era, there were not lacking 
examples of vulnerable employers making good profits who found 
it easier to yield to wage pressure and pay exceptional wage-rates 
much above normal standards than to resist. The attitude of Lon- 
don newspapers to their printers is a case in point. It is also in- 
structive to note how the high wages paid to one section of printers 
tended to become diffused and generalised throughout the 
industry. To quote the late Professor Hilton on this point: “ It 
also seems to us that employers do not make a particularly brave 
show towards these exceptional rates which are wrung from them 
1 Economics of Welfare, 2nd edition, p. 445. 
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under duress; some shrugging their shoulders, others grumbling 
without making as much as a mild kick. It is a thankless business 
to side with an employer who has not the courage to side with 
himself.” One feels doubt about the last sentence about the 


employer “who has not the courage to side with himself ’”—it 
will be more a rational calculation that their self-interest lies in 
paying high wages than a lack of courage. But the picture of 
“some shrugging their shoulders, others grumbling without 
making as much as a mild kick,” may well prove an intelligent 
anticipation of the general attitude of employers to wages in an 
era of full employment. 

Legal wage maxima in times of labour shortage are notoriously 
difficult to enforce. In the German war economy, in spite of 
strict penalties, varied forms of evasions made the ‘“ wages 
stop”’ practically ineffective.2 Higher wages would probably 
take the form of ‘‘ guaranteed overtime,’’ with employers willingly 
agreeing to a rapid shortening of standard hours. Such wage 
increases would be difficult to control without seeming to interfere 
with yet another major Trade Union axiom—the desire to shorten 
hours of work. That the conflict would be more apparent than 
real would not make much difference to the ordinary Trade 
Unionist. 

High profits taxation (especially at the margin, of the E.P.T. 
type) still further weakens the employer’s resistance to wage 
increases—even if prices are controlled and fixed.* Since Trade 
Unions may well insist on high profits taxation as a quid pro quo 
for a “ unified ” wages policy, this is a very relevant thought. 
The Trade Unions may forswear wage pressure in return for an 
arrangement which opens the door wide to collusive (employer- 
induced) wage rises ! 

Mr. Worswick * argues, in fact, that the bargaining position 
of employers will be strengthened by full employment, and that 
lessened competition (since they know they cannot get the extra 
labour for increased output) will lead to a higher degree of 
monopsony. This paradoxical result is, however, only reached 
by assuming that employers have become resigned to the impossi- 
bility of obtaining extra labour, and make no attempt to attract 
it from other employers. We prefer to assume that employers 

1 Are Trade Unions Obstructive ?, p. 313. 

2 See H. W. Singer, “The German War Economy,” Economic JOURNAL, 
1940-45. 

3 See Colin Clark, ‘‘ Public Finance and Changes in the Value of Money,” 


Economic JouRNAL, Dec. 1945, p. 373. 
* Economics of Full Employment, Oxford Institute of Statistics, p. 77. 
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will not resign but individually strive against their collective 
inevitable fate. It seems that Mr. Worswick’s argument mixes 
up the collectively inevitable with the individually inevitable, 
and also fails to give due weight to the high profitability of pro- 
duction in full employment conditions which give individual 
employers a maximum incentive to increase their share of the 
total supply of labour. 

Economists, from Adam Smith to Mrs. Robinson, have recog- 
nised a convention among employers not to bid up wages against 
each other. We have already quoted some evidence to the 
contrary from Professor Hilton’s enquiry Are T'rade Unions 
Obstructive ? even in an era of unemployment.! In any case, 
the memory of pre-1921 days of full employment must have 
pretty well vanished by now, and the code which will be estab- 
lished in times of future full employment will have to be 
recreated from scratch. 

Another variant of the idea of ‘‘ reason ”’ in wages policy is 
the suggestion which has been made? that the Government 
should publish an annual statement of ‘‘ the undisputed facts in 
the economic and industrial situation indicating broadly what is 
possible and what is impossible with regard to wage changes.” 
Such a statement combined with continued sectional bargaining 
would hardly have any other effect than to “rush” wage 
demands. Since the total volume of wage increases will be 
informally ‘“ rationed” (always assuming that such a Govern- 
ment statement is effective at all), each section will try to get in 
first. The effect would be the opposite from the one intended, 
i.e., to speed up wage demands. 


IV 


To a Trade Unionist with a historical sense, the present 
appeals must have a familiar ring. Three times before in the 
history of economic thought have the Trade Unions been simi- 
larly exhorted that the use of their bargaining power was futile 
and of no benefit to their members. The first occasion, of course, 
was in connection with the iron law of wages when Trade Unions 
were told that either they would batter their heads against the 
inexorable subsistence minimum law, or at best they would bestow 
transitory benefits on their generation to be wiped out by an 
induced increase in numbers. The second occasion was the 
Wage Fund Theory in which wages were thought to find a definite 


? See above, pp. 447-8. 2 “ Policy for Wages,”’ The Times, 6/11/1945. 
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limit in the savings and advances of the employer. Unions using 
their bargaining power for profit-squeezing, clearly had to be 
condemned (or ridiculed) under this theory as “an irrational 
animal whose instincts, unfortunately, were not politico-eco- 
nomical.” 1 ‘‘ The fanatical faith of the working classes in the 
artificial mechanisms of combination will give place to trust in 
the wiser, because more natural, system of individual competition 
. . . the Heaven-ordained laws of Supply and Demand.” ? Once 
more now, the irrational animal is asked to give up a fanatical 
faith and put its trust into a wiser system! Professor Schum- 
peter has pointed out the close similarity between the wages fund 
theory and an income fund theory of wages.* Thirdly, between 
the two wars, the Trade Unions were told that in trying to raise 
money wages (or resisting cuts) they were primarily responsible 
for mass unemployment which would ultimately recoil on them 
and undermine their position. 

Yet, the “ iron law ”’ is dead and so is the wages fund doctrine. 
And as for the period between the two wars, the Trade Unions 
have received these two testimonials from two among the greatest 
economists of their time—From Keynes: “ They are instinc- 
tively more reasonable economists than the classical school.” 4 
From Edgeworth: “In the matter of Unionism, as well as in 
that of the predeterminate wage fund, the untutored mind of the 
workman has gone more straight to the point than economic 
intelligence misled by a bad method.” 5 

Having thrice been proved right against the advice of the 
economists, one cannot say that historical precedents would 
encourage the Trade Unions to go against their own instinct, or 
“ untutored mind ”—which would induce them to use the process 
of bargaining pressure which has served them well in the past. 
Will the Unified Wages appeal do better than the Iron Law, the 
Wages Fund or the Flexible Wage ? 

Professor Cannan, in discussing the subsistence-level theory 
of wages, has used the telling argument that it was unreasonable 
because it imputed to masters the enlightened corporate self- 
interest which might induce them to provide a stock of labourers 
for the next generation. One may apply a similar criticism to 


1 F. A. Walker, The Wages Question. 

2 James Stirling, Trade Unionism, p. 56. (Quoted by the Webbs, loc. cit., 
Vol. II, p. 653.) 

3 ** Professor Taussig on Wages and Capital” in Explorations in Economics, 
p. 220. 

* General Theory, p. 14. 5 Mathematical Psychics, p. 45. 

® Production and Distribution, p. 235. 
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the National Wages Policy. Does it not impute to the Trade 
Unions a similar enlightenment in taking into account “ the 
economic situation as a whole ”’ and future stability? Is there 
any more reason why Trade Unions should be credited with such 
enlightenment than the “ Masters ”’ ? 

There is also an analogy between the Wages Fund and the new 
Full Employment Fund theories of wages in that they are both: 
“comfortable ” doctrines easily adduced in refusing wage de- 
mands. In this context it is pertinent to quote Professor Kirkaldy 
in his inaugural lecture: ‘“‘ The spectacle of an industry... 
refusing increases on lofty grounds of public interest and preaching 
elementary economic principles is a peculiarly irritating one to 
the worker and to the Trade Union official.” 1 One feels tempted 
to add that if there is anything even more irritating than the 
preaching of elementary economic principles it must be the 
preaching of advanced economic principles ! 


V 


One of the results of the acceptance (voluntary or enforced) of a 
National Wages Policy by the Unions would clearly be to divest 
the Unions of the last of their three big traditional functions, 
i.e., to render friendly services of mutual support to their meiabers, 
to safeguard their jobs and to increase ther wages. The first one 
is superseded by Governmental Social Security ; the second by the 
assumption of Government responsibility for “a high and stable 
level of employment ”; the third would be superseded by consent 
to a National Wages Policy. 

The story of the Trade Union development—and then aban- 
donment—of friendly services holds a lesson to the proclaimers of 
a National Wages Policy. It can be argued that from the short- 
run point of view the development of friendly services, with its 
constant drain on the financial resources of the movement, tended 
to weaken the Unions in their main tasks of wage bargaining. 
Adopting a longer point of view, however, we can say that the 
pioneering efforts of the Unions have led to the development of a 
State-financed system which involves a large-scale financial 
transfer from non-workers to workers and the existence of which 
greatly strengthens the bargaining power of the Unions—besides 
maintaining the prestige of the Unions as the pioneers of Social 
Services. The lesson to the Trade Union movement must be that 
short-term advantages may be neglected; the long-run strength 


1 Industrial Relations in Conditions of Full Employment, p. 9. 
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and prestige of the movement is decisive. Similarly, the Trade 
Unions may be intellectually ready to accept the National Wages 
Policy as right for the present circumstances. If they believe, 
however, that such a policy will undermine the cohesion of the 
movement and may even lead to its disintegration, their instinct 
will be to argue that their members will be better served in the 
long run by putting the strength of the organisation first. It is 
in this spirit that the T.U.C. has publicly refused to commit itself 
in advance “to approve or to acquiesce ’’ in the methods to be 
adopted to reach full employment (including, presumably, a 
National Wages Policy) simply because they can be shown to be 
“well fitted and even necessary to the achievement of that 
objective.” + 

But even where the threat—or imagined threat—is to the 
movement's “ prestige ’’ rather than to its existence, the reaction 
is likely to be strong. The degree in which the strength of organ- 
isation has itself become a major consideration is liable to be 
underrated by outsiders who are apt to declare such a “‘ prestige ” 
policy to be irrational. To the unionist who is convinced that it 
is the existence of a strong harmonious movement which matters 
—not the immediate results—a “ prestige” policy is perfectly 
rational. The “restrictive” rules, so perplexing to the 
“ rational ”’ outsider, are partly at least a test of loyalty and a 
demonstration of Trade Union power.? One cannot help feeling 
that the propagators of a National Wages Policy have under- 
rated the powerful resistance which the suspicion of diminished 
“ prestige ’’ must provoke among the Unions. 

Consequently, the appeal of the New Policy to the Trade 
Union mind—preoccupied with administration—is often described 
as “ academic,” * i.c., failing to take into account the immense 
pride with which the movement considers its intricate structure 
‘which it has built up and the importance attributed to its full 
maintenance. (We may note that for similar reasons Marxism 
has failed to make an effective appeal to the Unions, and always 
been considered as ‘‘ academic.” 5) 

Among the two great obstacles in the way of concerted Trade 
Union action we find (a) the fear of the stronger Unions (or 


1 T.U.C. Interim Report on Post-War Reconstruction, p. 29. 

2 Another reason, by the way, why they will not automatically vanish with full 
employment ! 

* The T.U.C. Memorandum on Production calls the policy “‘ academic and 
unconvincing.” 

* See “ For a National Wages Policy,” Fabian Quarterly, Sept. 1946, p. 16. 

5 Trevelyan, British Social History, p. 574. 
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Unions in a strong bargaining position) that they may be ham- 
pered and held back by an association with their weaker brethren, 
and (b) a “ fear that such action might have unfavourable effects 
on the standing of individual Trade Union leaders.” 1 We may 
add that the second fear will be more prominent among the 
officials of the “‘ weaker’ Unions so that—-for different reasons 
—hboth types are reluctant to co-operate. The “ prestige ” 
argument completes the job where the “ bargaining ” argument 
fails to do it. Between them, the two represent a formidable 
stumbling-block to any “ unified ” approach, and one can hardly 
say that the proposers of the New Policy have faced this difficulty 


yet. 
VI 


Wages are a related system. As Lord Keynes has pointed 
out and has often been noted, Trade Unions’ activities are often 
more concerned with relative wages and differentials than with 
absolute levels. This fact induces a new danger to wages 
stability. If one wage begins to move, other wages tend to 
move sympathetically in an attempt to restore and maintain the 
old differentials. How will this affect the National Wages 
Policy ? 

It is obvious that the present structure of wages is lopsided 
as a result of uneven development of Trade Unionism among 
different sections of workers. Men are more heavily organised 
than women, skilled men more heavily than unskilled, coal- 
miners more heavily than waiters, North-countrymen more 
heavily than South-countrymen, etc. The wage structure which 
would be initially stabilised would not be one which would 
correspond to the more even diffusion through whole groups of 
workers of stronger and more highly developed Trade Unions, 
such as may be associated with a long-sustained state of full 
employment. An attempt to raise the levels of previously un- 
organised groups to correspond to their stronger bargaining 
position will immediately threaten to upset the whole precariously 
balanced structure—nor will it always be the kind of adjustment 
which would be required in the interests of greater output and 
full activity. 

One attempt to deal with this initial difficulty would be to 
create a new initial wage structure based on a new rational assess- 
ment—on a point-rating basis—of relative levels of remuneration 
for different kinds of jobs. Various such schemes have recently 


1 J. Shister, ‘‘ The Locus of Union Control in Collective Bargaining,” 
Quarterly Journal of Economics, August 1946. 
No. 228.—voL. Lv1. HH 
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been propounded. The Trade Unions, however, have not yet 
even been approached on their attitude to such an attempt to 
scrap all the past results of their activities and start from scratch. 
One suspects that their attitude to this would be even more 
negative than to the general idea of a National Wages Policy. 
It is also relevant to point out that— 
(a) A point-rating system does nothing to deal with any 
general upward pressure on wages, and 
(b) it may simply transform the attempt to push up wages 
sectionally from a pressure on money rates to an attempt to 
raise the point-rating applicable to any particular section. 


It is difficult to see that anything would be gained by such trans- 
formation. To imagine that the Trade Unions would accept a 
permanent unchangeable system of point-rating of different jobs 
would be equivalent to assuming a return to the idea of a cus- 
tomary wage ruling in the eighteenth century and, according to 
the Webbs, up to 1850.7 History, however, in the words of 
Sir Henry Maine, has moved “from status to contract.” Will 
this movement prove reversible? How could such permanently 
accepted point-rating be squared with Cannan’s “ profound 
belief, which seems implanted by nature in the mind of almost 
everyone, that his income ought to be, that is to say, would be 
if justice prevailed, somewhat bigger—about 25% is the average 
—than it actually is” ?% 

Similarly, regional differences may lead to a vicious circle. 
The furniture industry provides a good illustration. The Trade 
Unions were, of course, trying to bring the provincial rate up to 
the London rate, but the employers feared that “directly that 
was done they would use the same old argument that London 
should pay more.” 4 

Full employment will almost inevitably mean a certain amount 
of overtime at periods of particular pressure. Overtime work 
will, of course, raise earnings more than in proportion. There 
will always be pressure once such overtime is relaxed for a main- 
tenance in earnings by raising standard rates. Thus variation 

1 See, for instance, J. J. Gracie, ‘‘ Work and Wages” in Industry Illustrated, 


May 1945, p. 27, for detailed job assessment for engineering. Also C. A. Lidbury, 
** National Wages Policy,” The Times, May 8, 1946. 

2 According to Rowe (Wages in Theory and Practice), this idea persisted into 
the 1880's. 

3 The Economic Outlook. 

4 Are Trade Unions Obstructive ?, edited by John Hilton, p. 175. The 
London employers were therefore probably wise in not supporting the High 
Wycombe workers when pressing for a rise, even “though it would have been to 
their interest to get the difference in rates reduced.” Ibid., p. 184. 
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in hours worked may induce an inflationary pressure. Such 
variations are almost inevitably connected with a state of really 
full employment, such as Sir William Beveridge has in mind. 

There is a closely related point made by Professor Jewkes.} 
With full employment there are bound to be certain bottlenecks. 
As a result, certain key wages (not necessarily skilled workers’) 
will begin to rise and this may set the whole structure moving up. 
There seems much ground for thinking that this is a realistic 
anticipation of what is likely to happen. 

Finally, there is the point that under full employment Trade 
Unions must be expected to be less inclined to accept a cut 
somewhere in exchange for a rise elsewhere. In times of un- 
employment, Trade Unions are often well advised to accept such 
exchanges, since they are likely to increase total employment 
and working-class incomes. The reason for this is that wages are 
likely to be raised in fields where the elasticity of demand for 
labour is small and be cut where the elasticity of demand is large.? 
This argument for accepting a cut somewhere provided rises 
elsewhere can be obtained will not apply in times of full employ- 
ment. While the demand curve for labour may be elastic its 
elasticity becomes ineffective for cuts in wages since the extra 
labour demanded will not be supplied. Thus to hope to combine 


wage flexibility in detail with stability in the aggregate by a sys- 
tem of “compensatory movements ’”’ would not seem to hold 
any attractions to the Unions in a time of full employment. 


Vil 


This article has been frankly, even painfully, negative in its 
criticism of a “ unified wages policy.”’ The justification of such 
negativism lies in the importance of entering an era of full employ- 
ment without illusions. It leaves open the question of whether 
we shall have to accept inflationary wage pressure as the price of 
full employment, or whether there are different approaches to 
the wage problem more promising than the one of “ restraint 
through unification.”” The present writer would not be terrified 
by the first answer provided that we bend our energies to thinking 
of ways of minimising the social and foreign trade dangers inherent 


in constant wage pressure. 
H. W. SINGER 
Lake Success, 
U.S.A. 
1 Second Thoughts on the Employment White Paper, Manchester School, 


May 1946. 
* Pigou, Lapses from Full Employment, p. 32. 





PROFIT MEASUREMENT AND THE TRADE CYCLE 


PROFIT measurement is important because the method adopted 
carries with it an appropriate business policy. If profits are 
measured in a certain way, then business managements, whose 
efficiency is judged largely by reference to reported trading results, 
will tend to aim at a policy relative to selling prices, production, 
costs, etc., which will produce a reasonable amount of profits as 
so measured. In this article it is suggested that the present method 
of measuring profits and the business policy which it implies are 
defective, and have the result of exaggerating the movements of 
the trade cycle. A business policy which would assist in ironing 
out cyclical fluctuations can be formulated without undue 
difficulty once the fault of present conceptions has been discerned, 
and an attempt is made to describe this revised business policy 
and to give an outline of the appropriate profit measurement 
system. 


I 


Although there has been a considerable elaboration of 
accounting during the past fifty years, the actual conception of 
profit has remained unaltered since double-entry book-keeping 
came into existence in the fifteenth century. It is significant that 
such a conception grew up in Northern Italy in circles connected 
with banking and merchant ventures. Business was considered 
as a series of separate short-term operations—a loan with repay- 
ment within a stipulated period, or a consignment of goods to be 
disposed of to best advantage. The profit earned was calculated 
by reference to the increment of money which each “ venture ” 
produced; in the case of the loan, the excess of the money 
repayment over the amount advanced; in the case of the con- 
signment of goods, the excess of the money sales proceeds over the 
money cost of those goods. In fact, in the earliest printed text- 
book! in the fifteenth century no suggestion was made that profits 
should be computed by reference to a fixed period such as a year; 
provision was made merely for the recording of the profit of each 
separate venture. 

1 Written by Luca Paciolo: Venice, 1493—see Brown, History of Accounting 


and Accountants, p. 115, and Woolf, A Short History of Accountants and 
Accountancy, p. 118. 
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Thus, profit was conceived as the excess of the money proceeds 
of a particular venture over the money capital originally expended, 
and this conception has persisted (except for the grouping of the 
results of ventures into periods such as a year) up to the present 
day. On our present accounting system, the cost of fixed capital 
expenditure has to be spread over the life of the assets concerned, 
so that at the end of an asset’s useful life the original money 
expenditure has been recovered. The expenditure on stock-in- 
trade is ultimately chargeable against the sales proceeds of that 
stock, so that profit is regarded as the additional sum of money 
received after recovering the shareholders’ or proprietor’s money 
previously expended on the stocks. Profit is always computed 
(relative to assets sold or consumed) by reference to maintaining 
intact the shareholders’ or proprietor’s money capital, as if in 
readiness for a new and entirely separate venture. 


II 


It is not difficult to appreciate how such a conception exag- 
gerates the cyclical movement. Generally speaking, businesses 
cannot expect to receive as sales proceeds more than is being 
currently paid out as income to the factors of production. And 
if, for example, the current replacement cost of goods is falling, 
then the rate at which the various factors are being remunerated is 
falling also, so that less money is likely to be spent on finished 
goods.! Sales of such goods are therefore reduced, and prices tend 
to fall before the existing stocks at higher unit money costs have 
been cleared. With slower sales and drooping prices, there is a 
shock to confidence, and production tends to be curtailed. But 
this curtailment involves a further reduction of income to the 
factors of production, so that a general downward spiral of 
incomes and prices begins. 

Similarly, on the uptrend, increasing current replacement costs 
produce an increase in the money incomes of the factors of 
production; as a result, the volume of sales is also increased, and 
prices tend to rise, thereby providing a wider margin than usual 
on the disposal of existing stocks. Confidence is therefore en- 


1 Spending in excess of current income (equals current replacement cost of 
goods) is not likely to occur when prices are falling. Employees faced with 
possible cuts in rates of remuneration, or even with short time or dismissal, are 
likely to be more cautious than at other times. And investors faced with a 
decline in the market values of their holdings (because of reductions of reported 
profits) cannot be expected in most cases to spend more than their current 
accruing dividends. 
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couraged, and production is expanded, thus leading to a general 
upward spiral of output, income and prices. 

Perhaps the position will be clearer if it is considered from the 
point of view of the different stages of production. Manufacturers, 
for example, are partly dependent for the sale of their goods upon 
the spending of those engaged in producing raw materials. But 
if the market price of raw materials is falling, less will be spent by 
those concerned with their production; consequently, sales and 
prices of finished goods will also tend downwards. 

Nevertheless, the actual cost of the goods being sold by manu- 
facturers will not be affected by the reduced raw material costs for a 
considerable time, because of the long period taken in their manu- 
facture into finished goods. The finished goods being sold for 
two or three months after the initial price fall will still contain raw 
materials at the higher cost. Consequently when sales of finished 
goods are slow and prices fall relatively to the cost of stocks on 
hand, manufacturers are given the impression of a poor volume of 
sales at an unremunerative price level. 

The tendency is then to cut production and to reduce raw 
material purchases, but this only makes the position worse. 
Moreover, during the boom, over-confidence often results in 
exceptionally large purchases of raw materials by manufacturers, 
so that when the break comes the curtailment of raw material 
purchases is often greater than is warranted by the fall in the sales 
of finished goods, the object being to reduce the volume of stocks 
as quickly as possible. 

Thus the raw material producer suffers a growing reduction in 
the rate (per unit) of his remuneration on actual sales, and also a 
severe cut in the volume of those sales. It is no wonder in those 
circumstances that the manufacturer’s own sales and prices are 
gradually and increasingly affected in the same way. 

During the boom the tendency is in the opposite direction. As 
soon as raw material prices begin to rise, spending by those engaged 
in their production increases; the result is an improvement in 
sales of finished goods and an increase in their price. These 
increased prices come before existing stocks of finished goods at 
lower cost have been sold, and manufacturers receive the im- 
pression of an expanding volume of sales at a more remunerative 
price level. Confidence is therefore improved and expansion is 
encouraged. Raw material purchases are stimulated, partly by 
the larger industrial output, partly because of the attempt by 
manufacturers to increase raw material stocks in anticipation of 
further rises in market values. 
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Thus the raw material producers receive, on the upward 
movement, an increase in the rate per unit of their remuneration, 
and also a steeply rising volume of sales. So long as prices of raw 
materials and finished goods continue to rise there is therefore a 
snowball expansionary effect, with encouragement of raw material 
production and of fixed capital investment in industry. The 
break comes when the stimulation of raw material production has 
resulted in sufficient output to create hesitation (because of a fear 
of lower prices) amongst manufacturers as to any further addition 
to their raw material stocks or contracts. 

Similar tendencies operate in the wholesale and retail trades. 
There is the same impression on the uptrend of a rising sales 
volume with wider profit margins, and of a falling volume of sales 
with reduced profit margins after the crisis. There is also the 
attempt to increase inventories whilst turnover volumes and 
replacement costs are rising, and vice versa when they are falling. 

Now these effects arise out of our present ideas of regarding 
profit as the excess of sales proceeds over the original cost of the 
goods sold (as if each turnover of stocks represented a separate 
venture), and ignoring the fact that industry is now carried on as a 
continuous process involving the reinvestment of sales proceeds 
to the extent of the replacement cost (at the time of sale) of the 
goods sold. Present ideas also take no account of the fact that 
our current income is represented by current replacement costs, 
and not by the historical cost of the goods now being sold. There- 
fore sales volumes and profit margins (as now conceived) must 
increase in circumstances of rising costs and decrease in circum- 
stances of falling costs. 

The result of ignoring these factors is that investment in 
fixed capital and dividend payments to shareholders tend to be 
increased in a boom and decreased in a slump to an extent not 
warranted by the actual circumstances. Moreover, for a time, these 
very increases and decreases help to prolong the particular phase of 
the cycle concerned. If, for example, one might venture an 
analysis of the cyclical movements of the between-war years, it 
would be on the following lines : 

On the uptrend, actual costs lagged behind replacement costs, 
and by giving the impression of improving profit margins, en- 
couraged expansion. With the rise of the volume of output and 
because of the increasing returns associated with it, profit margins 
improved further. Meanwhile raw material inventories were 
increased, and raw material supplies were stimulated by higher 
prices. A point came, however, when manufacturers were 
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satiated with raw materials, just as large supplies reached the 
market; there was consequently a sudden fall in raw material 
prices. But with costs based on earlier supplies, manufacturers 
continued for a time to charge the same price for finished goods, 
until they experienced a drop in the volume of their sales. They 
then progressively reduced their prices, but with a tendency to a 
time lag, in an effort to maintain a margin over actual cost. 

Now it is at a time when the excess of replacement cost over 
actual cost tends to narrow and then becomes minus (i.e., when 
replacement costs begin to fall below actual cost) that the seeds of 
depression are sown. “ Real ”’ margins, 1.e., margins over replace- 
ment cost, are actually widened, yet it is just at such a time when 
raw material prices are falling faster than the prices of manu- 
factured articles that : 


(a) payments to raw material producers ; 

(b) wage and salary payments ; 

(c) dividend payments and 

(d) expenditure on additions to fixed capital 
begin to be reduced. Since this occurs immediately following 
a period when these payments were being increased and when 
prices of finished goods were lagging behind the upward movement 
of these payments, there is obviously a shock to the whole 
system. This is what happened with the drop in prices in the 
autumn of 1929, and again in 1937. Moreover, the situation 
was worsened by the slump in security prices—mainly in 
anticipation of reduced profits. 


Ill 


It may be of assistance in demonstrating the effect of present 
methods of profit measurement if in this section we consider from 
various angles why the present basis is so unsatisfactory. 

(1) The principal fault is that the existing method of computing 
profits sets an unnatural standard for business managements. If 
the amount spent on consumer goods is likely to vary with the 
movement of current industrial costs, 7.e., with the money now 
being pumped into circulation by industry as income to raw 
material producers, employees, etc., then it is inappropriate to 
judge business success by reference to recovering a margin over 
the actual cost of goods now being sold from stock; these goods 
were produced weeks or months ago and their cost has already 
determined the income of an earlier period. When money costs 
are rising, the earning of a reasonable profit over actual cost is 
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easily achieved, with the result that a false optimism is induced. 
And when costs are falling, managements are set an impossible 
task in attempting to recover the earlier and higher costs of goods 
sold out of stock, together with a margin for a normal profit, and 
at the same time to maintain the volume of sales. As already 
indicated, industry cannot in ordinary circumstances expect to 
recover in sales proceeds more than is being currently paid out in 
costs. 

(2) Secondly, it can be said that the present conception of 
profit is unrealistic from a financial point of view. Since pro- 
duction is now a continuous process, the part of the cash proceeds 
of sales equal to the replacement cost of the goods sold is needed 
in the business. When costs are rising a part of the profit as now 
computed, equal to the excess of the replacement cost over the 
actual cost of the goods sold, should be retained to finance the 
higher replacement costs of stocks. And when costs are falling, 
the excess of the actual cost of the goods sold over their replace- 
ment cost represents cash set aside (as part of the recovery of actual 
costs) which is not needed in the business to carry a normal 
volume of stocks, a smaller amount of cash being needed to 
replace the goods sold. 

The increasing unit costs of raw materials and the larger 
payments of dividends are often met during the boom only by 
means of a reduction of business cash or an increase of indebted- 
ness, whilst the reduction of these payments in the slump results 
in a rise in the cash balance or repayments of indebtedness. 
Generally speaking it is not the financial position of industrial 
firms which necessitates this reduction in the cash outflow during 
the downtrend, except in cases of over-speculation during the 
boom. No figures are available of the financial position of 
industrial concerns in the United Kingdom in the between-war 
years, but American statistics relating to a large sample of manu- 
facturing. corporations show that the peaks of cash holdings 
occurred during the slump years and that indebtedness was also 
reduced in those periods.* 

(3) Another objection to the present conception of profits is 
that it tends to produce savings at the wrong time. During the 
depression, for example, the part of the sales proceeds set aside 
as the original cost of the goods sold is not wholly required to 
replace those goods, and the balance represents cash savings. 
This occurs at a time when fixed capital investment is falling and 


1 See Corporate Cash Balances 1914-43, by F. A. Lutz (NBER) and The 
Financing of Large Corporations by Albert R. Koch (NBER). 
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when there is disinvestment of the stock volume, 7.e., at a time 
when a much lower level of saving is desirable. On the other hand, 
during a boom, the amount set aside out of sales proceeds as the 
cost of the goods sold is insufficient to cover the cost of replace- 
ment, and the balance has to be met by drawing on existing cash 
balances or by borrowing. In other words, there is dissaving, and 
this occurs at a time when fixed capital investment is increasing 
and when stock volumes are rising. 

(4) Fourthly, the present system is unsatisfactory because an 
unrealised appreciation or depreciation in the value of stocks ! is 
treated as part of the revenue profit earned. An unqualified 
acceptance of historical cost as the basis of computing profits and 
valuing stocks creates the position that an equal volume of stocks 
is given a different money value at different times. Historical 
cost is rarely the same for consecutive turnovers of stocks, and it 
is obvious that this movement of historical costs in included as 
part of the profit. For example, if goods are bought for £50 and 
sold for £75, the goods sold being replaced for £60, then the profit 
of £25 as now computed is represented by cash £15 (£75 less £60) 
and additional cost of replaced stocks £10 (£60 less £50). Given 
the fact of replacement, a profit of £25 can be shown only if those 
replaced stocks are valued at £60—+.e., at £10 more than on the 
previous occasion. 

A similar position applies in circumstances of falling replacement 
costs. If goods are bought for £50 and sold for £65, the goods 
sold being replaced for £40, then the £15 profit as now computed 
is represented by £25 cash (£65 less £40) less a reduction of £10 
(£50 less £40) in the book value of the maintained stock volume. 

Now the movement in the book values given to an equal 
volume of stocks is largely a reflection of the movement of market 
values. A considerable part of the historical cost of any goods is 
represented by purchases at market values from the preceding 
stage of production. On the present basis, therefore, profits 
include movements in the values of goods in the sense explained 
above. And since values rise when goods are scarce and fall 
when goods are realised to be plentiful, we are impelled into the 
unrealism of saying, in effect, during the slump, that though 
supplies are larger than usual, we are not so well off because 
nevertheless their value is reduced. And the practical effect of such 
unrealism is that production is cut and unemployment is created 
until we have made goods more scarce and therefore more valuable. 

In these days of acute shortages of many kinds of goods, 


1 Often referred to, particularly in America, as “ inventory profits or losses.” 
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people are becoming increasingly aware that our well-being 
depends on the volume of our supplies, and not on the money 
value that we attach to them. It is suggested that our profit- 
measurement system requires to be brought into line with this 
fundamental fact. 

(5) Another unrealistic element in the present system is the 
conception of capital. In computing profits by reference to 
recovering the original outlay on the goods sold, we are in effect 
calculating income on the basis of maintaining intact the original 
money capital (previously expended on the stocks). As a result, 
we have the position that stocks are shown in the balance sheet 
at fluctuating unit cost levels, whilst capital remains at a fixed 
money amount. ‘There is surely something wrong in a system in 
which “ capital’ in the sense of “ proprietorship ”’ is expressed 
as a fixed money amount, whilst the business assets which are the 
substance of that proprietorship are subject to frequent money 
value fluctuations. The way is wide open to self-deception unless 
proprietorship and the assets which that proprietorship represents 
are regarded as the obverse and reverse of the same coin. For 
this reason, a flexible amount of money capital is needed to match 
the flexible cost of a maintained stock volume. This means that 
any increase in the unit values attached to stocks is a capital 
“ profit,” to be put to a capital reserve, decreases in unit values 
being charged against that reserve. Ifshare capital and this capital 
reserve taken together are regarded as “‘ proprietorship,” we then 
have a flexible “‘ capital’ to match the flexible values of stocks. 

By including such value fluctuations of stocks in trading 
profits, as we do now, we are mixing “ capital ” and “ revenue,” 
and thereby tending to produce a confused business policy. For 
example, it is quite unrealistic in a boom to be satisfied with 
a profit margin after maintaining money capital ; money capital has 
a reducing purchasing power at such a time, and needs to be 
supplemented (out of sales proceeds) by a capital reserve * to 


1 General reserves differ from a capital reserve of this kind since they are part 
of the revenue profits retained in the business. On the present line of thought, 
the capital “ profits’ considered here should not be regarded as part of the 
revenue profits at all. 

* The above-mentioned capital reserve is referred to subsequently as ‘‘ Stock 
Replacement Reserve.”’ It is difficult to find a suitable title for such a reserve. 
In the sense of being a proper charge in arriving at profits it should, perhaps, 
be called ‘‘ Provision for Stock Replacement.”” In the sense that it is an appre- 
ciation or depreciation of stock values not affecting current profits at all, a better 
title might be ‘“‘ Capital Surplus (Commodity Stocks) Reserve Account.” The 
latter idea is more in line with accounting methods in America, where it is not 
uncommon for entries to be made direct to “‘ surplus” accounts without passing 
through income accounts. 
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match the increasing costs of stocks. And when prices are falling, 
it is asking too much to expect to obtain a profit margin after 
maintaining money capital, since money capital has an increasing 
purchasing power. At such a time, some of the capital reserves 
created previously require to be released. (as a supplement to 
trading profits) in order to match the falling costs of stocks, 
and this release has the effect of showing that selling prices can 
be reduced in such circumstances without affecting the proper 
trading profit. 

(6) On the same line of thought, it can be said that the present 
system is misleading to the equity shareholder. Profits are 
computed as if he had an interest in a certain amount of money 
capital, whereas his real interest is in the yield from the business 
as a going concern, subject to maintaining the earning power of that 
business. And the earning power is maintained, not by keeping 
intact the money capital, but by keeping intact the “real” 
capital, i.e., by maintaining the productive facilities and a constant 
volume of stocks. Any cash proceeds from sales after main- 
taining the “real” capital is profit, though the opportunity 
remains, of course, of reinvesting some of that profit so as to 
increase the volume of business assets. 

We have already seen that, on the basis of maintaining 
intact the “ real ’’ capital, profits as now computed are overstated 
in boom and understated in slump. The equity shareholder is 
therefore given a false impression of the actual and prospective 
earning capacity of the business. On the uptrend overstated 
profits tend to result in ordinary shares being pushed up to extreme 
heights, and some of the capital profits on sales of shares tend to 
be spent on consumption, thus producing a further unhealthy 
expansionary effect. On the downtrend the understatement of 
profits results in lower market values for equities than is justified 
by the true position, and- investors are induced and sometimes 
compelled to reduce their personal expenditure, thus producing a 
further curtailment of activity and employment. 

(7) Finally, the present system tends to create an unwarranted 
disparity between export prices and import prices. During the 
boom prices of finished goods increase with a lag behind prices of 
raw materials, and this encourages a larger volume of exports to 
agricultural countries. But this position can continue only so 
long as the lag continues, i.e., whilst prices of raw materials are 
still rising. During the slump, after raw material prices have 
begun to fall, the prices of finished goods are reduced with a lag 
relative to raw material prices, and this tends to result in a reduced 
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volume of exports to agricultural countries. We speak of the 
terms of trade as moving in our favour at such a time as if it were a 
matter for congratulation,! whereas in fact it is merely evidence 
that prices based on actual costs are unjust in such circumstances 
to the raw material producer, and have the effect of reducing 
turnover and creating unemployment in the more industrialised 
countries. 


IV 


If the above objections to the present system are valid, it is 
necessary to ask ourselves whether it is inevitable that profit 
should be regarded as the excess of sales proceeds over actual cost. 
Is it fundamental when prices are falling that the position should 
be judged by reference to recovering the money spent on the 
goods for sale? Must success or failure be judged by reference to 
the excess or deficiency of proceeds after deducting the recovery 
of the shareholders’ capital represented by stock costs incurred ? 
It would appear that this need not be the inevitable outlook on the 
question ; in fact all the considerations so far put forward would 
lead to the view that profit should be considered as the excess of 
sales proceeds over replacement cost. 

This involves an alteration to existing accounting procedure. 
But accounts are conventional documents, and the new basis 
would be nearer to the truth than the conventions now adopted 
in computing profits. As an example of the conventional nature 
of accounts, the consolidated balance sheets of groups of companies 
controlled by a common parent company often reveal that a 
large part of the shareholders’ capital is represented, not by 
tangible assets, but quite frequently by substantial premiums 
paid by the parent in acquiring the shares of the subsidiaries. But 
this does not occasion a lack of confidence among investors. if it 
is known that the business as a going concern is earning adequate 
profits. It is suggested that a similar convention could be 
adopted for stocks; there is no vital reason when prices are falling 
why the gap in the balance sheet which is created by the lower 
values of a constant volume of stocks should be filled with liquid 
or other types of assets. It is the present convention which is 
unnatural in requiring that this should be the case. 

Since our income is the counterpart to current costs incurred, 
it follows that a margin over replacement cost is more likely con- 
sistently to be obtained than a margin over the earlier costs repre- 

1 See for example the reference in the footnote on page 534 Economic 


JouRNAL, December 1946, to a deterioration of 20% in the Canadian terms 
of trade as between the ’twenties and the period 1930-35. 
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sented by the cost of goods now being sold. For example, when 
prices begin to fall after the crisis of the trade cycle (e.g., late 
1929 and the year 1930) there is not usually any defect in the 
relationship between selling prices of finished goods and current 
replacement costs.!_ On the proposed basis, therefore, there need 
be no loss of confidence at such a time. Later on in a depression 
(e.g., 1931 and 1932), when production has been reduced and 
investment has been curtailed, selling prices will tend to show an 
insufficient margin over replacement costs, but this is at least 
partly due to the loss of confidence and the reduced spending which 
is the result. 

If prices could be based on replacement cost, with profits 
computed on the same basis, there is no reason why a fall in the 
cost of raw materials should lead to a contraction of activity, as it 
tends todo now. Moreover, if the new basis were adopted during 
the boom, the expansion would be more healthy and gradual, and 
would not create an overstimulated demand for raw materials with 
the inevitable reaction later; any fall in raw material costs which 
came with increased supplies would then be less severe and more 
easily assimilated. 

Such a basis would have the following advantages : 

(1) We as a community are no better off because goods cost 
more to replace—rather the reverse, for the presumption is that 
supplies are below normal. Similarly, we are not worse off when 
costs and market values of goods are falling, since this occurs when 
goods are more plentiful. The new basis would help to remove this 
present unreality from our outlook—or at least from our income 
and profit measurements. 

(2) The new basis presupposes the fixing of selling prices from 
the supply side by reference to current replacement cost. The 
result would be more quickly increased prices for finished goods on 
the uptrend, coupled with.a smaller money income (as computed) 
than on the present basis. On a fall in raw material prices, prices 
of manufactured articles would follow with less lag, yet money 
incomes as computed would be higher than as now measured. In 
this way the volume of demand would be reduced in the boom and 
maintained after prices had fallen. Also the peaks and valleys 
of profits would be smoothed out. 

This result depends to some extent upon dividend distributions 


1 Only rough calculations can at present be made, but it would appear that 
aggregate profits in U.K. for 1930 based on replacement cost were larger than in 
1929 or 1928, though as computed in actual accounts they were considerably 
smaller. 
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being based on the profits as computed on the new basis. But as 
already indicated, there is nothing in the financial position of most 
businesses after a price fall which would prevent the larger dis- 
tributions which this involves. Moreover, the revised basis of 
computing profits on the upward phase, by reason of its effect in 
reducing the reported profits and hence the dividends, would ease 
the financial situation during the recovery period. 

(3) The new basis should be valuable in preventing exaggerated 
movements in stock exchange quotations for equities. The 
profit reported to shareholders in a period of rising prices would be 
after deducting from the profits as now computed (as a transfer to 
a Stock Replacement Reserve) an amount equal to the excess of 
the replacement cost of goods sold over their actual cost.1 In 
a period of falling prices, some of the Stock Replacement Reserve 
would not be required, and in arriving at reported profits an 
amount would be added to profits as now computed (as a transfer 
from Stock Replacement Reserve) equal to the excess of the actual 
cost of the goods sold over their replacement cost at the time 
of sale. 

It would be explained to the shareholders : 


(a) that the profits reported on this basis showed the 
ordinary trading result after correcting for stock price move- 
ments, as this basis gave a better indication of probable 
prospects and long term yields; 

(b) that the corrections in respect of stock prices repre- 
sented by transfers to or from the Stock Replacement Reserve 
would recur only if prices rose (or fell) further ;? 


1 Since accountants, with much justification, regard profit computed on the 
basis of historical costs as the only really deterministic basis, it might be preferred 
to divide the profit and loss account into three parts : 


(a) showing profits on a historical cost basis; 
(b) adjusting profits to a “real” capital basis with provisions for stock 
(and perhaps fixed asset) replacement ; 
(c) showing appropriations of the profit as adjusted. 
This would be satisfactory so long as shareholders were asked to regard the 
adjusted profit (b) above as the appropriate profit figure in assessing actual and 
prospective earnings. 

2 The objection to the present system in not differentiating between “‘ normal ” 
trading profits and inventory profits and losses is that stock exchange prices tend 
to be based in some indefinable way on a capitalisation of yields. A rise of 
reported profits of 50% is likely to result in a rise of market values of a similar 
percentage. It follows that the inclusion of inventory profits in the reported 
profits of a particular company is likely to create a rise in the aggregate market 
value of all its shares, not of the single amount of the inventory profits themselves 
(which would be reasonable) but of ten to twenty times their amount—and 
similarly for inventory losses. The object of the above comment is to emphasise 
the fact that inventory profits and losses are in a sense “ non-recurring,” and that 
they should therefore be ignored for purposes of capitalisation of yields. 
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(c) that such inventory profits or losses were the automatic 
effect of the valuation of stocks at actual cost, or market value 
if lower; and 

(d) that such inventory profits and losses had no effect in 
normal circumstances upon the amount available for the 
payment of dividends. 


(4) Such a change of basis would probably be of assistance in 
reducing the violent changes in the tempo.of raw material acqui- 
sitions by manufacturers. Since raw material producers repre- 
sent a large part of the market for manufactured products, a 
more regular intake is to the advantage of all. The new basis 
presupposes the immediate replacement of the raw material 
content of goods sold, and anticipation or deferment of require- 
ments is no part of the function of manufacturers as such. 
Moreover, on balance, it would appear that more losses than 
profits are made by manufacturers as a result of speculative 
adjustments to the size of their raw material stock cover. 

Nevertheless, such a change of outlook will take time. Further- 
more, some anticipation or deferment, prompted by expectations 
of increased or decreased sales, is probably inevitable and 
necessary. Short-term surpluses or shortages of raw materials 
arising out of mistaken expectations will therefore be difficult to 
avoid altogether. 

It is here that an international buffer pool for raw materials 
will be useful, operating from the time when a plentiful supply 
is assured, and holding stocks which manufacturers will in 
fact require when expectations of falling sales are succeeded by 
expectations of arise. It is assumed that such buffer pools would 
not attempt to prevent raw material prices from rising or falling 
insofar as price movements were due to changes of total stocks 
(including manufacturers’ stocks). Such price changes may be 
necessary to encourage or discourage production. But existing 
price fluctuations are far more violent than is necessary for this 
purpose, and can be brought within more reasonable limits. 


V 


In this section we shall consider the method of arriving at 
profits on the new basis. 

One method is to compute profits by giving to a maintained 
stock volume the same value at the end of the year as at the 
beginning of the year, only additions to the volume being valued 
at current cost. The effect of this method upon the balance 
sheet is that a fixed money capital is matched by fixed unit 














ns 


ned 
the 
ued 
nce 
init 








1947] PROFIT MEASUREMENT AND THE TRADE CYCLE 469 


values for the stocks in which it is invested.1 The other method 
is to value stocks as at present at actual (historical) cost, but to 
correct the distortion of profits which such a valuation produces 
by transfers to and from a Stock Replacement Reserve. From a 
balance-sheet point of view, we have the position under this 
method that fluctuations in the actual cost of a maintained stock 
volume are matched by a flexible money capital. Both methods 
produce the required correction to the profit figures; the only 
difference is in the balance-sheet presentation. 

It would appear that the second method is preferable to the 
first. It is not desirable to alter the basis on which stocks are 
valued as a separate item in the balance sheet. The present basis 
of valuation aims at showing stocks as near as possible to their 
actual cost (which is also close to the value of such stocks to the 
business concerned). This has the advantage of keeping different 
types of stocks at their proper current relative values one to the 
other, and also enables book values to be properly adjusted for 
obsolescence, damage, age and so on. 

What is needed, then, is not a different method of valuing 
individual lines of stocks, but the creation of a Stock Replacement 
Reserve, such Reserve being treated as capital in the sense of not 
being available for distribution as dividend (except in later 
years on the occasion of a fall in prices). As already suggested, 
the idea is that the appropriate part of the share capital plus the 
capital reserve in question should, taken together, vary in money 
amount with the fluctuations of the cost of the goods in which 
such capital is invested. In this way capital is made flexible to 
match the flexible cost of stocks. 

There are other points of view on this matter. It can be 
argued that the required flexibility should be measured by 
reference to the general movement of stock prices as representing 
the general change in the value of money, and not by reference 
to the movement of the particular stock prices of the firm con- 


1 This method has been adopted to some extent in U.S.A., and is known as 
the last-in first-out (lifo) method. It has certain practical disadvantages, and 
does not altogether prevent periodic changes in the unit values of stocks where 
there are changes in the types of stock carried, unless “ substitution ’” between 
one product and another is assumed and taken into account. (This is not done 
in U.S.A.) It is rather remarkable, however, that George D. Bailey, C.P.A., 
writing in the February issue of Accountancy on ‘“‘ Recent Developments in 
Accounting in the United States,” should regard the use of the lifo method as 
anomalous ‘‘ in a period when income concepts were supposed to be sharpening.” 
Americans are well aware of the anomaly of fixed asset depreciation on a basis of 
original cost, and the same anomaly applies to the expiry of historical stock costs 
against sales proceeds. 

No. 228.—voL. Lv. II 
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cerned. There are attractions in such a point of view, but no 
adequate index yet exists which would be acceptable as a general 
measure of price changes: applicable to every type of business. 
There is scope for further investigation on these lines, but for the 
present it is more practicable to consider an adjustment according 
to the circumstances of each business, which means computing 
profits on the basis of maintaining intact the actual types of 
stocks carried. 

Another reason for preferring this latter basis is that whilst 
the aim of present methods is to value stocks as far as possible at 
actual cost, there are in fact several methods adopted, the principal 
ones being actual (itemised) cost, first-in first-out costs, and 
average cost (with differing periods of averaging). These 
methods, though not widely different in result, do not produce 
identical effects. If actual stock prices according to the books are 
taken as a basis for the required adjustment to profits, any 
differences produced by these various methods are taken care of 
in the adjusting reserve. Similarly, the peculiar effect which 
forward contracts for raw materials often have upon existing 
stock prices can also be taken into account. The same argument 
applies in the case of a valuation of stocks at realisable value 
(where less than cost), though if the Stock Replacement Reserve 
previously created is adequate to cover this stock depreciation 
there seems no reason for writing down the stocks from cost to 
realisable value; the effect is merely an equal reduction in stock 
values and in the Stock Replacement Reserve. 

The suggested basis, then, is that a Stock Replacement Reserve 
should be created so as to produce fluctuations on capital account 
equal to the fluctuations in the book values of a maintained stock 
volume. By adopting such a method, profit is automatically 
computed on the basis of maintaining intact the “ real ’’ capital 
insofar as stocks are concerned. Or, on another line of thought, 
profit on this method is the excess of sales proceeds over replace- 
ment cost, the difference between the actual cost of the goods 
sold and their replacement cost being the amount transferred out 
of profits (as now computed) to the Stock Replacement Reserve— 
or the other way round if prices are falling. 

For purposes of the financial accounts the adjustment to profits 
can best be made by calculating the increase or decrease in the 
cost of opening stocks if revalued at closing stock prices, or, if the 
closing stock volume is smaller, the increase or decrease in the 
cost of closing stocks over what they would have cost at opening 
stock prices. For purposes of integrated cost accounts, however, 
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the actual cost of goods sold would have to be adjusted for price 
movements on the lines indicated, and there is scope for con- 
siderable study in this direction. The question is obviously a 
difficult one, and accountants could scarcely be expected to 
produce a cut-and-dried scheme, even if they were asked to do so. 
Some consideration is being given to the problem in accountancy 
circles, but progress is inevitably slow. 

Nevertheless it would not be difficult to make reasonably 
accurate adjustments to profits as now computed for the rise or fall 
in stock prices during any year. Since all lines in opening stocks 
are not present in closing stocks, the method adopted would be 
to compute an index of price movements from representative 
samples which were in both opening and closing stocks. Such 
samples would, for example, cover at least 20% in value of each 
different class of goods handled, and not less than 20% of total 
stocks (40% for businesses where wide relative stock price 
variations existed as a result of forward contracts). The per- 
centage price movement would be calculated for each sample (or 
group of samples representing one class of goods), and this per- 
centage movement would be weighted by reference to the value 
of the class of goods of which the sample or group of samples was 
representative. From the sum of these weighted percentage 
movements—expanded to cover any small classes of goods omitted 
—would be computed a price-movement index which could be 
applied to stock values as a whole. 

A simple example will probably make this clearer (based on 
opening stocks) : 

















1 2 3 4 5 
Per cent. 
of total Weighted 
Actual stock Value of percent- 
book values of the same age price 
value at theclass quantity Percent- move- 
beginning covered at closing age price ment, 
of the by the stock move- col, 2 x 
year. samples. prices. ment. col. 3. 
7 % x % % 
Sample(s) for Class 1 . 10,000 60 11,000 10 6-00 
” o 2 . 6,000 25 7,200 20 5-00 
” ” 3. 4,000 5 4,200 5 0-25 
£20,000 90 11-25 
Omitted classes of stocks (pro- 10 
rata basis) 10 90 * 11-25 1-25 
U 
100% Index (increase) 12-50% 








The index percentage rise or fall would be applied to the book 
value of total opening stocks, including stocks in process and 
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sundry consumable and saleable stocks, but excluding stocks of 
no intrinsic value (e.g., postage stamps if included in stocks). 
If the value of opening stocks as adjusted in this way gave a 
smaller value than that of closing stocks, then the transfer to or 
from Stock Replacement Reserve would be based on opening 
stocks. Otherwise, the reserve would be calculated backwards 
from closing stocks. 


Example : 
Opening Stocks : £50,000 revalued at 112-5 = £56,250 
Closing Stocks : £55,500 


Therefore, the transfer to Stock Replace- 
ment Reserve would be calculated as : 


JZ 5 x £55,500 = £6,166 

There are, of course, other methods and variations which 
could be adopted. For example, an index could be computed 
‘for closing as well as opening stocks (since the weights of items in 
closing stocks are likely to be somewhat different), and an average 
taken of the separate calculations. Or the whole stock (say, the 
closing stock) could be revalued at opening prices, insofar as 
comparable items existed, and the price movement expanded 
pro-rata to cover the remaining items. There are also precautions 
to be taken; for example, to see that all parcels of a particular 
sample are included in calculating the price movement. This is 
necessary because on some existing methods different parcels of 
the same line of stocks may have different stock prices. But the 
purpose of the above explanation is merely to show that a 
practicable and reasonably accurate method can be devised for 
correcting profits in respect of stock price fluctuations. 


VI 


If a fall in prices is experienced within the next few years, 
it would not be inappropriate to charge the excess of the actual 
cost of goods sold over their replacement cost against the reserves 
previously built up when prices were rising. Profit retentions of 
recent years have been fairly large (with official approval of such a 
policy), and some of these retentions could be regarded as ear- 
marked against increased replacement costs of stocks. Such an 
arrangement would enable selling prices to be reduced more 
quickly with falling replacement costs, and would also assist in 
maintaining reported profits and dividends. To attempt to 
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recover the usual margin over actual costs in such circumstances 
and yet maintain the volume of sales would be to attempt the 
impossible, and reductions of reported profits and dividends would 
only make the position worse. The final result of such a policy 
is bound to be a reduction of activity. 

In fact, it would be possible, whilst prices are still rising, to 
transfer from existing general reserves to a Stock Replacement 
Reserve, a sum up to (say) 20% of the book value of stocks, and 
to add to or deduct from this Reserve the further sums needed to 
adjust subsequent profits in respect of price movements on the 
lines already indicated.} 

Such a basis would ensure, from the date of operating the 
system, that profits were arrived at on the conception of main- 
taining intact the “‘real” capital. Besides preparing in a realistic 
way for a price decline which is certain to come sooner or later, 
the adoption of the new method would also help to damp down 
present inflationary tendencies by showing profits in a more 
correct perspective. 

Not only would this arrangement help to produce a change of 
outlook as to selling policy and profits earned, it would also assist 
in providing a more logical approach on the question of retained 
profits. At present it is impossible to earmark retained profits as 
related to any particular project of expansion. In times of rising 
prices some retained profits (as now computed) can be said to be 
necessary to enable the existing volume of stocks to be carried 
without reducing cash or increasing indebtedness. In times of 
falling prices, the reduced cost of replaced stocks provides funds 
available for expansion without any retention of profits (as now con- 
ceived). On the new basis of computing profits, specific provisions 
for replacing the existing volume of stocks would already have been 
made, and retained profits would be related purely to actual or 
projected business expansion, i.e., to increases in the volume of 

1 Businesses without any reserves, including new businesses, could not apply 
this procedure, but could begin as from the commencement of the succeeding 
upward movement. It is not suggested that the above arrangement should have 
any effect upon the tax workings on the downward price phase. 

If the 20% should be insufficient to cover subsequent price falls, it is suggested 
that further transfers from general reserves could be made. Failing sufficient 
general reserves, any balance of stock depreciation would need to be left as a 
charge against current profits. (It would, presumably, require legislation if 
accountants were to be authorised to treat a cumulative minus stock price dif- 
ference as a deduction from paid up capital.) A fresh start would then be made 
for the succeeding upward movement. Even a partial cover for stock price 
depreciation by means of transfers from general reserves would do much to 


maintain demand after prices had fallen if the procedure were properly explained 
to shareholders. 
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stocks or to the excess of gross additions to fixed capital over the 
depreciation provided. In this way both managements and share- 
holders would be induced to look at the “ real ”’ business capital ; 
the position would not be confused as at present by the merging 
of “real” capital alterations with revaluations of the existing 
stock of business assets as sales out of and usages of that stock 
were made good by replacements. 


K. Lacry 
London. 


1 To produce this result more exactly, yearly provisions for depreciation 
based on actual costs of the fixed assets should also be adjusted by reference to 
price changes, but this point is not of great importance in regard to the ironing 
out of the trade cycle, though in present circumstances it results in a persistent 
overstatement of profits. 
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THE BRITISH BALANCE OF PAYMENTS, 1924-1938 ! 


Apart from the short-term capital and gold movements in 
the thirties, the principal items in the British balance of payments, 
which show constant changes to an important degree, are the 
balance on income account and the net movements of long-term 
capital. Furthermore, their patterns of fluctuation tend to exhibit 
definite relationship with the world trade cycle. The explanation, 
therefore, seems to lie in the fact that the fluctuations of general 
world economic activity normally affect these two in a roughly equal 
and opposite manner. Consequently, the balance of payments is 
temporarily out of equilibrium when the cyclical fluctuations of 
these two fail to offset each’ other completely; and then the 
function of the induced gold and short-term capital movements 
and of the adjusting mechanism is only to handle this relatively 
small maladjustment. Our attention should, therefore, be given 
not to balance-of-payments disequilibrium as such, but to the 
question why the balance on income account and net long-term 
capital movements are similarly influenced and determined by 
fluctuations in world economic activity, and also to the examination 
of their patterns of cyclical behaviours. 


I. Factors DETERMINING THE CYCLICAL BEHAVIOUR OF THE 
CONSTITUENT ITEMS OF THE BritTIsH INCOME ACCOUNT 


Generally speaking, the change in the demand for imports is 
predominantly determined by the change in home national 
income; and the fluctuation in domestic exports is closely 
correlated with the level of world economic activity. Therefore, 
the balance of income account is, inter alia, determined by the 
relative incomes at home and abroad. 

In the formation of an a priori description of the cyclical 
change in the balance of merchandise trade of any particular 
country, four additional factors have to be considered. First, the 
change depends upon the “type ” of international merchandise 
trade of the country in question; or, in other words, it depends 
upon the relative level of the income elasticities of the home 
demand for imports and the world demand for exports. Secondly, 


1 The author wishes to take this opportunity to acknowledge his indebtedness 
to Mr. Carter and to Mrs, Robinson for their valuable suggestions, 
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equally important in this connection are the direction and mag- 
nitude of the cyclical change in the terms of trade. Thirdly, the 
change also depends upon whether that country habitually runs 
a surplus or deficit on merchandise trade and how large the 
surplus or deficit is. The last factor is the general pattern of 
cyclical fluctuations in the home country as compared with the rest 
of the world. 

In the case of the U.K., the general features of her economic 
set-up are the combination of an advanced stage of industrialisation 
and deficiency in natural products. The “type” of her inter- 
national merchandise trade is, therefore, to exchange manu- 
factured goods for foodstuffs and raw materials with the world. 
For her exports, which consist mainly of capital equipments and 
high-standard-of-living goods, world demand tends to have a high 
income-elasticity. Whereas, on the import side, foodstuffs are 
necessities, for which her demand is relatively constant as between 
prosperity and depression. The import of raw materials, however, 
varies rather intensively with the level of home income. Since 
foodstuffs constitute a large part of total imports, imports as a 
whole would probably have a smaller income-elasticity than the 
total exports. Therefore, starting from an initial equilibrium at 
any given time, a general world-wide cyclical expansion of economic 
activity, of the same magnitude at home and abroad will, ceteris 
paribus, lead to a larger change in the volume of exports. Or, 
in terms of value, this results in an export surplus. 

But during a period of world prosperity the terms of trade tend 
to change against the U.K. The general reason is given by the 
natural tendency of more violent cyclical fluctuations in agricultural 
prices. More particularly, since the U.K. is relatively large in the 
world economy and usually the chief buyer in certain important 
world markets, the prices of her imports are, inter alia, sensitive 
to the amount she actually purchases. The change in the terms 
of trade is unlikely to exert much influence either on the volume of 
imports or on that of exports. The import volume is inelastic with 
respect to price changes, because there are few home-produced 
substitutes to compete with the imports. Nor does the export 
volume change very much, because the export prices of British 
industrial competitors tend to move together. But the 
unfavourable change in the terms of trade is important in 
determining the net change in the value of imports and exports. 
In general, it tends to cancel or even more than cancel, the 
favourable change in relative volumes. 

Furthermore, as a result of historical development, the British 
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balance of merchandise trade normally shows an import surplus, 
the value of exports being, on the average, two-thirds of that of 
imports. Therefore, even when, during a period of general world 
prosperity, the unfavourable change in the relative prices 
cancels the favourable change in the relative volumes so that 
there is an equal percentage increase in the values of imports and 
exports as compared with the initial period, the amount of import 
surplus would tend to increase. Moreover, if the value of imports 
has increased proportionately more than that of exports, due to 
the effect of the change in the terms of trade, the import surplus 
would become still larger. 

Also important are the temporal relationship and the amplitude 
of fluctuations of the British cycle with the world cycle in general. 
With regard to this, there are various theoretical possibilities. 
But in the actual case of the U.K., whose internal economy is 
highly dependent upon the export trade, the home cycle generally 
tends to lag behind, and to fluctuate less violently than, the world 
cycle. This fact would, therefore, mitigate the above-mentioned 
tendency for the deficit to increase in times of world prosperity. 

To sum up, so far as the balance of merchandise trade is 
concerned, the U.K. is more likely to experience an increased 
deficit in prosperity; and, conversely. But against this the 
change in her net receipts from abroad (i.e., her invisible exports) 
is very elastic with respect to the change in the world economic 
activity. The shipping income and commission receipts are very 
closely correlated with the volume of world trade which increases 
as a result of world prosperity. The receipts from overseas 


investments generally consist of two parts: dividends from 


equity investments and incomes from fixed-interest bonds. The 
former will increase very considerably when world activity is 
on the upswing, while the latter will also rise because of the dis- 
appearance of defaults. As a whole, the increase of these receipts 
can be expected more than to offset the increase of the deficit on 
the balance of merchandise trade. Therefore, it may be said 
that the income account of British balance of payments tends to 
show alternate net surplus and deficit in relation to general world 
prosperity and- depression. This a priori conclusion, however, 
needs statistical verification. 

We use partial correlation analysis to show the various 
elasticities and the degree of correlation existing between the 
constituent items of the income account and their respective 
determinants; and the results of the calculations are as follows : 
(1) The British Demand for Imports. The main determinants 
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of British demand for imports are home national income and the 
level of import prices relative to the prices of home-produced 
substitutes for imports. Taking home employment as repre- 
sentative of home national income, with which it is very highly 
correlated, and taking the cost-of-living index as the best 
representative available of the prices of home-produced substitutes, 
we obtain, after the elimination of the trends, 


log (quantity of imports) = +1-414 log (home employment) 
import price with tariff corrector’, 





— 0-46 log ( cost-of-living index 


with multiple correlation coefficient equal to 0-85.1 

(2) The World Demand for British Exports. By a similar 
reasoning, the world demand for British merchandise exports is 
predominantly determined by the level of British export prices, 
the prices of competing goods exported from other industrial 
countries,? and the level of world real income.* Equally impor- 
tant, however, is the factor of the purchasing countries’ policy 
with regard to tariffs, which we have to exclude because its effect 


1 1926 and 1931 were two exceptional years during which the changes in the 
import quantity were affected by some abnormalevents. The present calculation 
has excluded these two years; and, therefore, the result is slightly different from 
my former one, but the correlation coefficient has been much improved. See 
my article, ‘‘The British Demand for Imports in the Inter-war Period,” Tux 
Economic JOURNAL, June 1946. 

2 The index of competitors’ prices is compiled as follows. By converting into 
sterling at their respective average annual rates of exchange, the export prices of 
France, Germany, Japan and U.S.A. are combined into an index of weighted 
average. The weights are given in accordance with their respective average 
shares in the total world exports for the period as a whole. Export price for 
Germany covering 1924 is extrapolated on basis of aggregate for other countries. 

? The index of world real income excluding the U.K. is compiled as follows. 
Estimates for the money national income for fourteen countries for the period 
1924-38, are deflated by their respective cost-of-living indices. Colin Clark (in 
Conditions of Economic Progress, p. 56) has given the average real incomes of 
various countries in international unit for the period of 1925-34. For our purpose, 
these relative magnitudes, after modifications, can be used as weights. The 
modifications are made because it seems reasonable to use the index of a country 
to represent also those of the countries, whose domestic employment fluctuates 
closely together with that of the former. For instance, the real income index of 
U.S.A. is so weigh‘ed as to represent also the Latin-American countries; that of 
Hungary to represent also the south-eastern European countries, etc. More- 
over, the British index, given a proportionately smaller weight, is used to represent 
the British colonies and India. The fourteen countries included and their 
weights are: Australia, 10; Canada,8; Denmark, 5; France, 15; Germany, 20; 
Hungary, 20; Japan, 10; Netherlands, 6; New Zealand, 6; Norway, 5; South 
Africa, 5; Sweden, 10; the U.K., 10; and U.S.A., 75. Estimates for Germany 
covering 1924 and for New Zealand covering 1924 and 1925 are extrapolated on 
the basis of aggregate for other countries. Estimates for Australia, New Zealand 
and South Africa are converted from a fiscal-year to an approximate calendar- 
year basis by averaging successive pairs of fiscal-year figures. 
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16 cannot be estimated for British exports as a whole. We find for 
od the period 1924-38 : 

log (quantity of total exports of produce and manufactures of 
y the U.K.) = — 0-80 log (export price) 

s + 1-50 log (world real income) 

* + 1-36 log (competitors’ price), 


with R equal to 0-93.1 
(3) Other Invisible Exports from the U.K. Shipping services can 
) be related to world real income and to freight rates by a partial 
regression equation : 


log (volume of shipping services) = +1-13 log (world real income) 


: — 0-089 log (index of freight rates), 

;, with R equal to 0-89. Moreover, freight rates follow the 

il equation : 

‘ log (freight rates) = -+2-85 log (home employment). 

4 Similarly, the money value of interest receipts and other 

| receipts (mainly commissions and insurance) were both highly 

: correlated with world money income. The equations are : 

n log (interest receipts) = 1-31 log (world money income), 

; and, 

. log (other receipts) = 1-80 log (world money income), 

; with R equal to 0-91 and 0-989 respectively.” 

o- From all these regression equations we are now able to derive 

r the net change in the balance of income account as a whole during 

» different phases of trade cycle. Let us assume that the average 

; empirical relationships for 1924—38, as given by all the regression 

n coefficients, hold true for any single year; and then to deduce 

f the net change associated with an equal magnitude of economic 

‘ expansion, say, 1°, at home and abroad. 

y From the equation in (1), 1% increase in home employment is 

; to increase the quantity of imports by 1-414%. But the increase 

: in home employment will be accompanied by a rise of the import 

; prices because of the dominance of the British market, and also by 

: the rise of cost-of-living index. Associated with 1% increase in 

; 1 “ A Further Note on the British Balance of Payments,” written by C. F. 

h Carter and myself, in Economica, August 1946. 

y ? It must be borne in mind that, in spite of the very high correlation coeffi- 

a cients, the regression coefficients may fail to give the precise measurement to the 

| facts, because the figures for interest and other receipts in the British balance of 

payments provide, in general, a rough order of magnitude rather than anything 
exact. 
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home employment, the relative price-level tends to rise by 1-31 %.1 
The rise of price is to decrease the quantity of imports by 1-31 x 
0-46, or, 0-595. The net change in the quantity is therefore 
+0-82%. Allowing for the rise of absolute import price (excluding 
tariff),? and starting from the average import value of 1924-25 
and 1927, we now deduce that a 1% increase in home employment 
would be associated with an increase in import value by £33-4 
million (or, 2-6%). 

Similarly, the change in the export value associated with a 1% 
increase in world real income can be calculated from the equation 
in (2). The export prices are closely correlated with British home 
employment, the regression coefficient being +1-:38%. The 
competitors’ prices are predominantly determined by the level 
of world real income, the change associated with 1° increase in 
income being +0-50%. Substituting in the equation, the 
increase in the export quantity is +1-08%. Hence, starting from 
the average export value of 1924 and 1925, and taking into account 
the rise of export price, the increase in export value is £23-1 
million (or, 245%). 

So far as the merchandise trade is concerned, the favourable 
change in the relative quantities is more than offset by the 
unfavourable change in the terms of trade; and, consequently, 
its deficit increases by £10-3 million with a 1% economic expansion 
at home and abroad. Whuereas, on the other hand, service items 
have net increases, which can also be deduced from equations in 
(3). Starting from the average value of 1924 and 1925, the 
increases in shipping income, interest receipts, and “ other 
receipts’ are respectively £4-5 million., £4-9 million, and £2-1 
million, or £11-5 million in total. Against the deficit of £10-3 
million on the side of merchandise trade, service receipts increase 
by £11-5 million: and, therefore, the net change in the balance 


1 The relative price-level in our equation indicates the ratio of import price 
including tariff to cost-of-living index. Further calculations give that an increase 
of 1% in British home employment was, on the average, accompanied by an 
increase of 2.07% in import price (including tariff) and 0-76% in the cost-of-living 
index. Therefore, the relative price-level rises by 1-31%. See also my article 
in THE Economic JouRNAL, pp. 195-6. 

* For the purpose of deriving the increase in import value, absolute import 
price excluding tariff is relevant. The regression equation for the period 1924-38 
is : 

log (absolute import price without tariff) = + 1-80 log (home employment). 

3 In (3), the interest receipts and “‘ other receipts ’’ are correlated with world 
money income. We require, therefore, the average relationship between world 
real income and world money income, which is given by the equation : 


log (world money income in sterling) = + 1- 55 log (world real income). 
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on income account is a surplus of £1-2 million. However, because 
of such a small difference between very large totals, some of which 
contain doubtful elements, the result may not be significant. 
Moreover, it may seem to suggest that the net change in the 
income account, as determined by the magnitude of various 
elasticities alone, remains “‘ neutral ”’ to the world cyclical fluctu- 
ations. But the inherent type of British cycle, which tends to 
fluctuate less violently than the world cycle, will necessarily lead 
to a surplus on income account in times of prosperity and a deficit 
during depression. This can be shown by further calculations. 
During the period under investigation, the average relationship 
between the world and the British cycles is represented by the 
equation : 
log (world realincome) = +1-74 log (British home employment). 


The fact that the more intense world cycle would increase the 
magnitude of the surplus during prosperity is revealed by the 
following comparison. 








(1) (2) 
1% increase in home employ- | Both home a | ea 
ment being accompanied by and world real income 
i-74% increase in world real increasing by 1% 
income (£ mn.). (£ mn.). 
Imports : ; —33°4 —33-4 
Exports . F +38-4 + 23-1 
Service items ‘ + 18-6 +11-5 
Net surplus . ‘ +23-6 + 1-2 











II. Woritp Economic Activity, Brirish HomME EMPLOYMENT 
AND Net Lone-Trerm CapitaL MOVEMENTS 


The salient feature of the British long-term capital movements 
in the inter-war period is that they show a net export of capital 
during the period of general world prosperity and turn to a net 
import of capital in times of slump and recession. This pattern 
of cyclical behaviour must be related to the fluctuations in the 
economic activity both in the borrowing countries and in the U.K. 

On the demand side, the relationship between the overseas 
flotations and the level of world economic activity is positive : 
borrowing tends to increase during business upswing and to fall 
under slump and recession conditions. The normal overseas 
borrowers in the London capital market are the economically 
less-developed countries, whose internal capital investments are 
generally low and whose commodity exports of natural products 
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therefore constitute the main determinant of their national 
incomes. During general world prosperity, world demand for 
their exports increases; and, the elasticity of supply being low, 
prices also tend to rise. In consequence, the value of exports 
increases; and, by the operation of the Multiplier, so do the 
national incomes. When business is on the upswing, more 
investment decisions are made. Because of a lack of internal 
capital resources, these countries have to raise more funds abroad 
for the purposes of purchasing necessary capital equipments, etc., 
and of “ financing ”’ their investment programmes. As a result, 
long-term capital imports tend to rise. Moreover, the relationship 
between the capital imports and the internal prosperity of the 
capital importing countries is an interacting one. The consequent 
capital imports will in turn stimulate the economic activity in 
these countries by maintaining, or even improving, the net barter 
terms of trade. This is because the capital imports make it 
possible for them to meet the service on foreign debt without 
resort to pressing their export commodities on to the world market 
so as to cause adverse effects upon prices and thus on national 
income. Once the boom is under way and is being maintained, 
the prospect of rising profits and increasing returns will encourage 
these countries to raise still more funds abroad and will make 
foreign investors more willing to invest in these regions. There- 
fore, a cumulative movement of capital imports into these countries 
should be expected in times of world prosperity. Conversely, 
during slump and recession, net import will decrease or may even 
reverse itself. 

Now let us consider the supply side. British long-term 
capital exports tend to be positively correlated with cyclical 
fluctuations. The U.K. was a capital-exporting country from the 
very start and grew more and more dependent upon international 
trade. For these reasons, her historical cycles tended to be 
determined by foreign business conditions and her crises and 
financial booms originated mainly abroad.1 During the inter-war 
period, the British cycles were generally less intense than, and 
lagged behind, those in her debtor countries.2, Thus, during a 


1 For the historical description of the cycles in the nineteenth century, see 
J. A. Schumpeter, Business Cycles, Chapter VII. 

2 The regression equation on page 481 shows that, during the inter-war period, 
the world cyclical fluctuations tended, on the average, 1-74 times more intense 
than the British ones. See also the comparison made in Table II on page 487. 
Moreover, if we may regard that wholesale price index can approximately reflect 
the short-period changes in income, a careful comparison reveals that the quarterly 
movements of this index in British debtor countries tended to lead those in the 
U.K. 

















rj ft rt Se 


—_ 


~- 


GC OD ODDS OES 





1947] THE BRITISH BALANCE OF PAYMENTS, 1924-1938 483 


period of general prosperity, the relatively higher returns abroad 
(in the form of interest, profits and capital gains) would tend to 
induce the British investors to make more foreign investment ; and, 
conversely. Moreover, at the same time, the increase in home 
saving would strengthen this tendency. Exports being relatively 
important, British national income rises considerably as a result 
of cyclical increase in world demand for her exports. British 
demand for imports also increases, but the income account as a 
whole shows a net surplus. At the new level of national income, 
total saving is increased; and it exceeds the British home invest- 
ment by the amount of surplus on the income account. Since 
new securities in the U.K. are coming to the capital market at a 
rate equal to the rate of her home investment, the excess saving 
will be devoted to purchase of foreign securities.1 The converse 
holds true for the case of world depression and recession. 

Now let us turn to the actual data. In Table I the index of 
economic activity of borrowing countries is compared with new 
overseas flotations in London and the net movements of British 
long-term capital. The index of economic activity had an upward 
trend. Whereas, on the other hand, the value of total overseas 
issues showed a sharp decline : . the average figures for the thirties 
being only one-fourth of the average pre-Depression level. 
This was partly due to the British Government’s intervention 
against foreign lending. But the main reason seemed to lie in the 
world economic instability and uncertainty in the thirties, which 
made long-term foreign investment unappetising to the British 
public. Furthermore, this latter factor was also responsible for 
the increased repatriation of British capital from abroad, as shown 
in column (3). 

When the year-to-year fluctuations of economic activity and 
overseas issues are compared, the positive correlation is high and 
significant. Nevertheless, there were exceptions attributed to 
special events in a particular year. For instance, the relatively 
high figure for overseas issues in 1924 was the result of the flota- 
tions of League of Nations’ loans guaranteed by the British 
Government.? The contradictory movement of the two series 
in 1925 was due to the ban on foreign lending consequent upon the 
U.K.’s return to gold. Again, in 1929, although the economic 
activity in the borrowing countries was shrinking, the sharp 


1 J. Robinson, Essays in the Theory of Employment, pp. 201-2. 

? For instance, the League of Nations’ loans were £8 million to Hungary and 
£7-5 million to Greece. In addition, there was the German Dawes Loan to the 
amount of £12 million. 
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TABLE I 
World Cycle and British Long-Term Capital Movements 











(1) (2) 3 (4) 
Index of Overseas Capital Net movements of 
economic issues in | repayments,| British long-term 
activity ¢ London ® etc.¢ capital (export, —; 
(1930 = 100).| (£ mn.). (£ mn.). import, +) (£ mn.). 
1924 . ; 87-4 —134-2 ~~ —143-2 
1925 ° ° 91-8 — 87:8 —- — 87-8 
1926 . é 97-0 —112-4 + 27-0 — 85-4 
1927 . ; 104-0 —138-7 +34-0 —104-7 
1928 ‘ ‘ 111-6 —143-4 +30-0 —113-4 
1929 . ; 110-0 — 94-3 +45-8 — 48-5 
1930 ; ‘ 100-0 —108-8 +73-9 — 34-9 
1931 ‘ ; 77-5 — 46-1 +66-8 + 20-7 
1932 ° : 86-1 — 29-2 +33-1 + 23-8 
1933 ‘ ; 89-5 — 37:8 +71-8 + 34-0 
1934 i z 98-0 — 43-4 + 22-0 — 21-4 
1935 ; ; 104-5 — 20-9 +31-0 + 10-1 
1936 " m 110-8 — 26-4 +57-0 + 30-6 
1937 ‘ 3 121-4 — 32-1 +61-5 + 29-4 
1938 : , 120-9 — 25-4 +39-2 + 13-8 

















* The countries included are the seven most important borrowers in the 
London capital market: Australia, Argentina, Canada, India, Japan, New 
Zealand and South Africa. These countries together took, on the average, nearly 
90% of new money annually raised for overseas purposes in London. For indi- 
vidual countries, the indices used are quantity of imports for India and Argentina, 
and real national income for the rest. 

+ Figures published by Midland Bank in their Monthly Review. 

¢ This item includes capital repayments, changes in other long-term capital 
investments abroad and, for two years, transactions in outstanding securities. 
1924 and 1925 figures are not available. See also Appendix. 


decline in the amount of overseas issues was mainly due to the 
high money rate ruling in the world’s principal capital markets, 
which induced foreign borrowers to reduce long-term borrowings 
and to raise indispensable accommodation as far as possible by the 
arrangement of short loans. In other words, the money market 
was preferred to the capital market whenever possible.1_ In the 
next year, the amount of overseas issues rose because of the 
seeking of foreign accommodation by overseas governments and 
public bodies for meeting their internal budgetary difficulties.? 
The combination of the series for overseas issues with that for 


1 Examination of the detail statistics for the separate borrowers in the London 
capital market reveals that Canada absorbed far less than in 1928, while the 
aggregate of British America was £15} million, as compared with £20} million 
in the previous year. The heaviest decline was Australian borrowing, the 
aggregate of which was £17 million, only about one-half the 1928 total. (Midland 
Bank, Monthly Review, January 1930). 

2 Again, in 1932, such public bodies took £25-7 million out of the total amount 
of £29-7 million, and, in 1933, £30-3 million out of £37-°8 million. 
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capital repayments, etc.’ gives the net movements of long-term 
capital account as a whole. It showed net export of capital in 
the twenties; and, as expected, the largest outward movement 
occurred in 1928 when the world economic activity was also at its 
highest. However, with the coming of the depth of depression in 
1931, the net movement reyersed its traditional direction, 
becoming a netinflow. Such an inflow was maintained throughout 
the thirties except for 1934. 

Now we come to the supply side. What were the facts 
regarding the cyclical relationship between British long-term 
capital export, capital raised for home purposes and home 
employment? Or, what were the patterns of their short-period 
fluctuations? As the quarterly figures for the export of long-term 
capital are not available, for our present purpose, the quarterly 
figures for overseas issues must be used as the best representative 
figures. The indices of British home employment (A), total home 
issues (B) and total overseas issues (C) with trend and seasonal 
fluctuations removed, are compared in Diagram I. A careful 
examination of the movements of the series yields three con- 
clusions. First, new overseas issues followed a path roughly 
parallel to that of new home issues for the period under investiga- 
tion. In contrast to the experiences of New York,? the new issue 
boom in London (e.g. in 1928 and the first half of 1929) never 
reached the stage at which overseas issues were at a heavy discount 
relatively to home issues. When home issues were at their 
maximum, the overseas issues were also at their highest level. In 
other words, the proportion of the overseas issues remained fairly 
constant over the prosperous years.’ Secondly, as a whole, the 
index of overseas issues tended to fluctuate more irregularly than 
the index of home issues; and, moreover, there were very 
noticeable divergences between them in some quarters. This is 
generally attributed to the fact that, besides the deviations between 
the fluctuations in British home employment and those in world 
employment, there had been in operation forces with a special 
bearing upon the volume of overseas issues, such as the ban on 
foreign lendings, etc. Thirdly, the apparent relationship between 
the overseas issues ahd British home employment was of a 


1 In general, this inward movement tended to fall in more prosperous years. 
But the incompleteness of the data renders the correlation less close than could be 
expected. 

3 The United States in the World Economy, pp. 92-93. 

’ For instance, the proportions in 1926, 1927, 1928 and 1929 were 44-4%, 
44:1%, 39-5% and 37-3°% respectively. Midland Bank, Monthly Review, January 
1930. 
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positive character : overseas issues tended to increase in times of 
home business upswing and to fall or to increase less rapidly under 
recession conditions in this country. The explanation seems to lie 
in the fact of the importance of external influences upon the 
British home cycles. 

That the export of British long-term capital (or the overseas 
issues) was highly correlated with the level of employment in the 
borrowing countries and in the U.K. can also be established by 
statistical verification. Let x,, x, and x, be respectively the index 
of overseas issues, the borrowers’ economic activity and the 
British home employment. The partial regression equation, with 
trends of all the series eliminated, is : 

log x, = —4-24 + 1-88 log x, + 1-22 log zy. 

The result is in conformity with our expectations. The regression 
coefficients indicate that overseas issues tended to be positively 
associated, during cyclical fluctuations, both with overseas 
economic activity and with British home employment; but, on 
the average, its changes were more elastic with respect to the 
former. In aggregate, with 1% expansion of economic activity 
at home and abroad, the overseas issues would increase by more 
than 3%. The multiple correlation coefficient is 0-77. Taking 
into consideration the fact that there were many random factors 
which also affected the behaviour of overseas issues in this period, 
our result is satisfactory. 


TaBLeE II 


Constituents of Total Overseas Issues (£ million) 








Issues for public Issues for industrial 

bodies. undertakings. ~ 
1924 : ; , 100-2 34-0 
1925 ; ‘ ‘ 33-8 54-0 
1926 ‘ ‘ ; 56-0 56-4 
1927 ; ; ; 76-8 61-8 
1928 : ‘ 2 71-9 71-5 
1929 ; ; ; 34:5 59-5 
1930 ‘ , ‘ 68-6 40-2 
1931 . ‘ ‘ 30-8 15-2 
1932 : ‘ ‘ 25-7 3-5 
1933 , ‘ - 30-3 7-5 
1934 ‘ ‘ . 11-0 32-5 
1935 ‘ ‘ ; 3°4 17-4 
1936 , ‘ ‘ 0-9 25-5 
1937 ! : ; 12-6 19-5 
1938 ; ° ‘ 10-1 15-3 











Moreover, the index of total overseas issues is a heterogeneous 
aggregate comprising both the issues taken by public bodies and 
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those taken by industrial undertakings. That the amount taken 
by the latter tended to have a closer relationship with cyclical 
variations in employment can be judged from Table II. With 
trends eliminated, the correlation between the index of overseas 
issues for industrial undertakings (z,), borrowers’ economic 
activity (z,) and British home employment (z3), is given by the 
partial regression equation : } 


log 2; = +1-75 log z, + 1-18 log zg. 


The value for the multiple correlation coefficient is equal to 0-93, 
which, as expected, is much higher than that in the case of total 
overseas issues. 


III. EQumILIBRIUM IN THE BRITISH BALANCE OF PAYMENTS 


*In Diagram II, a comparison between the curve for the balance 
of income account (A) and the curve for the net movement of long- 


Dracram IIT 


Comparison between Income Account and Capital Account * (£ million) 
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term capital (B) is made for the inter-war period. It reveals that 
the two totals tended to offset each other and their approximation 
was close. This is what should be expected, because, as has been 
shown, the common underlying force determining the net changes 
of these two accounts was the level of general world employment, 
with which British home employment tended to move closely. 
Moreover, the annual level to which the two approximate shows 
the equilibrium position of the British balance of payments at 
different phases of the trade cycle. In times of general world 


1 Since 1932 and 1933 were two exceptional years during which an official 
embargo on foreign lendin W4&Ffimposed we exclude them in calculation. 
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prosperity, e.g., in the twenties, surplus on income account was 
coupled with net export of long-term capital.1 Alternately, in 
years of general world depression and recession, deficit on income 
account and net import of capital went together. 

But in spite of the natural harmony in the broad cyclical 
equilibrium, the annual figures for these two series did not 
always agree. In some years, the net export of capital was in 
excess of the surplus on income account; whereas, in others, the 
reverse was true. Nevertheless, a country, just like any economic 
entity, must have an exact balance between payments made to 
foreigners and payments received from them. In other words, 
for the U.K. as a whole, she cannot pay out more than she receives 


Dracram III 


British Net Receipts or Payments, Gold Flows and Movements of Short-term 
Capital (£ million) 
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except by drawing on her cash reserves or by short-term borrow- 
ings. Whenever there is temporary discrepancy between them, 
gold movements and shifts of short-term capital must occur to 
maintain the equilibrium. Acting in such a capacity, they 
become “‘ balancing items,” and are therefore normally of passive 
character. But in the actual case of the U.K., which one of the 
two “ balancing items ’”’ played a more important role, and did 

1 During the period 1936-38, in spite of the rising world real income and 
consequent increase in British visible and invisible exports, the U.K. had deficit 
on income account. This was accounted for by a special factor, the British 
Rearmament Programme, which caused heavy imports of raw materials. Taking 
1930 as basis, the quantities of total retained imports in 1936, 1937 and 1938 were 


105, 112 and 107 respectively ; whereas the index for raw materials imported gave 
125, 137 and 121. 
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they change automatically as a result of any temporary 
disequilibrium ? 

Diagram III gives the curves for the net receipts and payments 
of the U.K. resulting from current and long-term capital trans- 
actions (A),! for the net gold movement (B),? for the change in 
the recorded short-term capital movement (C),? and for the 
recorded short-term capital including residue item (D).4 During 
the period, when the U.K. was on gold, the annual gold flow was 
low relatively to the amount of net receipts or net payments. In 
addition, the directions of change were rather random. Net 
receipts were accompanied by net gold inflow or by net gold 
outflow; and, similarly, for net payments. Therefore, it seems 
that it must have been the shifts of short-term capital which 
played the predominant réle of the “ balancing item” in the 
British balance of payments. During 1924-27 there were net 
payments. Though no annual data were available, it has been 
estimated that there were net inward movements of short-term 
capital during these years.° In 1928, in spite of net receipts, the 
recorded short-term capital movement showed net inflow. But the 
reverse relationship between curve A and curve C in 1929 and 1930 
was in conformity with our expectation. Prima facie, this 
evidence would seem to give support to our argument. But, by 
itself, it is not strong and conclusive because of the incomplete- 
ness of the data. For our argument to be established, we have, 


1 This curve is derived from Diagram II. The excess of net long-term 
capital exports over the surplus on income account results in net payments by 
the U.K.: whereas, the converse gives rise to net receipts. 

2 Export of gold means receipts and import payments. 

* The data for the short-term capital movements for the U.K. are incomplete. 
Our series, beginning from 1928, are based upon various estimates, the sources of 
which are given in the Appendix. But, for 1924-27, there were no annual data 
whatsoever available. 

‘ The residue item represents net omissions and errors from the estimates of 
other items of the balance of payments. There are no a priori grounds for distri- 
buting it among the other items. But, by its nature this item would seem more 
closely akin to short-term capital than to any other items. Curve D therefore 
indicates the sum of the recorded short-term capital and the residue item. Com- 
parison between curve C and curve D reveals that, for the period 1928-38, their 
divergence is not very great, except for 1931 and 1932. Moreover, as the 
vertical difference between these two curves measures the magnitude of the 
residue item in the corresponding year, it seems that the residue item is generally 
of the same sign as that of the recorded short-term capital. 

5’ There were two estimates regarding the magnitude of short-term capital 
imports during 1924-27. T. Gregory, in The First Year of the Gold Standard, 
p- 77, has estimated that, from 1924 to the first half of 1926, the net inflow of 
short-term capital amounted to about £130 million. And the estimate for 
1925-27 by Keynes was an inflow of £150 million. (‘‘ The British Balance of 
Trade, 1925-27,” THe Economic JOURNAL, December 1927.) 
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therefore, to find out whether any mechanism was operating 
during this period to call forth such equilibrating short-term 
capital movements. This will be dealt with in the next section. 

As shown in Diagram III, in the thirties, the fluctuations of 
short-term capital movements corresponded closely inversely to 
the gold flows. The changes in the two curves did not reflect the 
current state of the general balance of payments; and, in fact, 
they were the concomitant result of the abnormal shifts of funds 
among international financial centres. 


IV. MECHANISM OF CHANGE OF RELATIVE INTEREST RATES 


The mechanism by which the “balancing” short-term 
capital can be called forth is the automatic change of the relative 
level of the home short rate to the world short rate, as determined 
by the variation in the general balance of payments. 

In an open system the rate of total saving in the home country 
exceeds or falls short of the rate of home investment according as 
the balance of income account is surplus or deficit. Normally, a 
part of the increase in the wealth of individuals in the home 
country, represented by home saving, will be used to make loans 
abroad. If the net long-term capital export from the home 
country is just equal to the surplus on income account, then the 
home country’s rate of “foreign saving” is equal to that of 
“ foreign investment ”’ aud the rate of home saving is also equal 
to that of homeinvestment. These two equalities give the external 
equilibrium of the home country in an open system. But if the 
net export of long-term capital is in excess of the surplus on income 
account, the rate of home saving tends to fall short of the rate of 
home investment which is represented by the rate of offering of new 
home securities. The shortage of home saving may not lead to an 
immediate fall in the prices of securities, or a rise of home long- 
term rate of interest. This is because (provided that the excess of 
foreign lending is not too large) the operation of the speculators 
in the securities market would tend to maintain the prices by 
increasing their speculative stocks under such circumstances.! 
However, there would be a tendency for the home short-term rate 
of interest to rise. At home, the money which, with an equality 
between surplus on income account and long-term capital export, 
would have passed from one section of traders to another, now 
passes into the hands of foreign financiers because of the excess in 


1 N. Kaldor, “‘ Speculation and Economic Stability,” Review of Economic 
Studies, October 1939, 
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lending. This part of money may be held in liquid form awaiting 
transfer or may be invested in the home money market. But in 
either case there is a shift of money from the “ industrial circu- 
lation ”’ to the “‘ financial circulation.”’ 1 Moreover, at the same 
time, for the home banking system as a whole, the liquidity has 
been decreased. Less liquidity is reflected in that a smaller pro- 
portion of capital assets consists of deposits or cash at banks and 
a larger proportion of remunerative assets.2 These situations 
would tend to lead to a rise of home short-term interest rates rela- 
tive to those of the world, which consequently induces inflow of 
short-term capital. 

During the period 1924-30, when the international economic 
relations were more or less normal, the shifts of short funds among 
world financial centres were predominantly of an equilibrating 
character and sensitive to changes in interest differentials. 
Therefore, by the mechanism of change of relative interest rates, 
the U.K. had been able to get the necessary accommodation. 
Moreover, the effectiveness of such mechanism was greatly 
strengthened by the historically unique position of the London 
market. First of all, the London money market was sensitive to 
the movements in the Bank rate. In addition, there was a high 
wall of short and semi-liquid claims upon foreign debtors which 
normally sheltered the London market; because such claims, as 
shown by experience, responded to the slightest change of short 
rate more promptly and sensitively than the balance owned by 
foreigners. 

London’s three-month bill rate is chosen to represent the home 
short rates; and an average of short rates in New York, Paris, 
Amsterdam and Zurich is taken to stand for the world short rates.* 
The actual change of relative short rates in relation to British net 
payments and net receipts are compared in Table III. Comparison 
reveals that the changes in the relative short rates may have been 
responsible for the short-term capital movements during 1924-30. 
The direction of change in the relative short rates was generally 
in conformity with those in the British balance of payments. In 
the years of net payments, viz. 1924-27 and 1930, the home rate 
was relatively higher than the world rate. On the other hand, 
when in 1928 the U.K. had net receipts, the relative interest rate 


1 P. B. Whale, “ The Short-term Capital Movements,”’ Economica, February 
1939. 

2 R. F. Harrod, International Economics, p. 136. 

3 The rates used are New York’s ninety days bank acceptance rate, Paris’ 
commercial paper rate, Amsterdam’s rate for private discount and Ziirich’s three- 
month bill rate. 
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fell below one. In 1929, in spite of the increase in net receipts, the 
home rate was raised to stop the attraction of funds to Wall 
Street. But when the amplitude of fluctuations are compared, 
the correlation is less close than what can be expected. Is it 
possible that the yearly figures fail to give the short period 
correlation between the fluctuations of relative interest rates and 
those of the balance of payments ? 








TaB.E III 
The Change of Relative Interest Rates 

Net receipts (+) or Relative rate of 

net "aan = s(—) interest.* 
1924 : : ° —62-1 1-07 
1925 é . : —41-5 1-19 
1926 ‘ ‘ js —99-0 1-29 
1927 . ‘ ° — 47 1-23 
1928 . é ° + 9-9 0-93 
1929 ‘ . . +57-3 1-26 
1930 . i . — 7-4 1-16 
1931 ‘ . ‘ —83-7 2-40 
1932 j ‘ ° —29-1 1-52 
1933 J " . +32-6 0-50 
1934 ‘ . : —28-9 0-60 
1935 : ° ° +36-7 0-24 
1936 4 F ‘ +108 0-31 
1937 . ‘ ; —37-4 0-41 
1938 ‘ ; —30-9 0-54 











* Ratio of the home rate to the average world rate. 


In Diagram IV we use quarterly figures of value of overseas 
issues (A) to represent the quarterly figures of net receipts or net 
payments, with which the quarterly movements of relative 
interest rates (B) are compared. These two series moved very 
closely together from 1924 to the second quarter of 1929. Ina 
particular year, the absolute level of the relative interest rates was 
determined by the state of net receipts or net payments in the 
general balance of payments in that year, as shown in Table ITI. 
But the short-period movements of the relative interest rates 
followed a path closely parallel to that of overseas issues. The 
high positive correlation gives strong support to our argument. 
However, the movement of these two series became divergent 
from the third quarter of 1929 to the time of the abandonment of 
the gold standard. 

In the thirties, the absolute levels of interest rate in different 
countries are arbitrarily determined to serve the internal aims of 
the economic policies. In the case of the U.K., as a result of 
cheap money policy, her short rates tended, after 1933, to stand 
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below the average world level; or, the relative interest rates 
became less than unity. However, its year-to-year changes, as 
shown in Table III, seemed still to reflect the current state of the 
British balance of payments. When, in a year, net receipts were 
decreasing or changing into net payments, the relative interest 
rates tended to rise; and, conversely. But it can hardly be 
expected that such changes would have influenced the shifts of 
short funds into and out of London, which, as a matter of fact, 
were primarily motivated by other considerations, such as 
safety, etc. 

In this connection a few words must be said about the balances 
held as monetary and banking reserves by the sterling-area 
countries in London. Such sterling balances, which since the 
Great Depression constituted the excess of London’s short 
liabilities over its short assets (apart from the short liabilities due 
to flight of capital from foreign countries), came generally from 
two sources. It represented the funds realised from the sale by 
Empire countries of current and dishoarded gold in the London 
bullion market, and also the balances arising out of trade with the 
U.K. Thus when the U.K. paid out more to the sterling-area 
countries than she received from them, the sterling balances would 
tend to increase; and, in the converse case, to decrease. In this 
manner the changes in sterling balances may have played some 
part of “‘ balancing item ” in the British balance of payments. 
But, on the whole, the evidence is not conclusive.! 


V. Gotp MovEMENT 


Broadly speaking, the behaviour of gold during the inter-war 
period did not reflect the current state of disequilibrium in the 


1 The following comparison is made on the basis of the facts given in the annual 
reports of Bank for International Settlements. 








British balance of | Changes in the sterling 
payments. balances in London. 
1932. , - Net payments Increase * 
1933S. ‘ ‘. Net receipts Increase ° 
1934 =. ‘ . |. Net payments Increase ¢ 
1935, ‘ ‘ Net receipts Decrease ¢ 
1936 —y. ‘ " Net receipts Increase ¢ 
a ‘ ° Net payments Increase ¢ 
1938 —. ; 4 Net payments Decrease ¢ 











* Third Annual Report, p. 8; and Sixth Annual Report, pp. 38-9. 
* Third Annual Report, p. 8. 

* Fourth Annual Report, pp. 28-9. 

4 Fifth Annual Report, p. 33; and Ninth Annual Report, pp. 82-3. 
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general balance of payments of the U.K.; nor did it conform to 
any particular cyclical pattern applying to the period as a whole. 
In fact, British gold movements responded to the operation of 
special forces which affected the world real demand for, and supply 
of, gold. This was a natural result of the fact that, owing to her 
traditional economic and financial connections with South Africa 
and other gold-producing countries in the Empire, the U.K. 
occupied a unique position as a main distributor of gold to other 
parts of the world.1 As shown in the Appendix, the annual 
figures for the gross gold inflows and outflows were therefore much 
bigger than those for net movements. As compared with the 
years before 1914, the types of London’s gold transactions in the 
twenties were not changed. Gold was still exported to the East 
to satisfy the demand for hoarding there; also to the whole 
world for meeting industrial needs. It remained the source 
through which many Central Banks replenished their monetary 
reserves. The net exports to Germany, France, Netherlands, 
Spain and other parts of the Continent came largely under this 
category. 

As a result of these heterogeneous and varying influences 
determining the movements of gold, the net figures for the gold 
movements would not necessarily reflect the prevailing state of 
disequilibrium in the balance-of-payments position of the U.K. in 
the twenties. To be a “ balancing item,” the net gold import 
should have tended to decrease (or to be replaced by a net gold 
export), or export should have tended to increase, when the 
British balance of payments showed net payments; and, 
conversely. In fact, only in three out of the eight years from 1924 
to 1931 (i.e. 1924, 1925 and 1931) did the net movement of gold 
function as a “‘ balancing item ”’ to offset the excess of payments 
arising out of the total trade, service and investment transactions 
of the U.K. with the rest of the world. But it may be asked in 
this connection whether, during this period, the net gold movement 
might have been an active factor in the British balance of payments 
as expounded in the classical theory ? 

According to the classical theory, the first pre-requisite of 
an adjustment sequence from long-term capital export to a balance 
on income account is the international redistribution of purchasing 
power, which is normally effected by the transfer of gold. That is 
to say, for a lending country, net gold import will tend to decrease 


1 T. Gregory, ‘‘ The Causes of Gold Movements into and out of Great Britain, 
1925-1929,” in Selected Documents on the Distribution of Gold, published by the 
League of Nations. 
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The Influence of Gold Flow upon British Internal Economy 
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(or net gold export to increase) in the years of increasing net 
long-term capital export; and, conversely.1_ The actual statistics 
of the U.K. indicate that, in five out of eight years in this period 
(i.e. 1924-25, 1927-28 and 1930), net capital export and gold 
outflow were positively related with each other. Prima facie, this 
would seem to give support to the classical theory. But this 
coincidence may have been entirely accidental if the net gold 
movement did not bring about corresponding changes in the 
British internal economy.” 

Diagram V, therefore, compares the quarterly movements of the 
net gold flow (A), the gold reserves in the Bank of England (B), the 
cash basis of the whole country (C), the total supply of money (D), 
the total advances and investments of the commercial banks (E) 
and the Metropolitan, Country and Provincial Clearings (F), in the 
period of the gold standard. Because London was the world 
bullion market, the gold inflows and outflows could have had 
influence upon the internal economy under the gold standard if 
they had induced corresponding changes in the gold reserves of the 
Bank of England. A careful comparison between curve A and 
curve B reveals that the quarterly fluctuations in the net gold flow 
and those in the reserves tended to move closely together. The 
outflow of gold from the U.K. was associated with a fall in the gold 
reserves of the Bank, but the former generally tended to lead the 
latter by one-quarter; and, conversely, the gold reserves increased 
one-quarter after the gold flowed into this country. As to the 
amplitude of fluctuations, gold reserves tended to rise and fall 
less than the net gold movements. But the influence of gold 
movements upon the internal supply of money would depend upon 
two factors: (1) the Bank’s decisions to change the cash basis of 

1 According to the classical theory, the purchasing power may be transferred 
mainly through the short-term capital movements. For a lending country, 
increase in long-term capital export will tend to be followed by increased net 
inflow of short-term capital, or by a decrease in net outflow; and, conversely. 
Whether such a sequence had actually taken place in the U.K. cannot be tested 
without a record of monthly or quarterly movements. But so far as the annual 
figures are concerned, the short-term capital movements showed little correlation 
with long-term capital exports. 

2 However, the adjustment sequence in the classical theory is a “‘ multilateral ” 
one, and it is likely that, in a specific situation, the major part of the adjustment 
may occur in the borrowing countries. 

* B indicates the total of coin and bullion in the Issue Department. C is the 
sum of liabilities and notes in the Banking Department. D consists of the 
aggregate of notes in circulation, silver coins, total deposits at commercial banks, 
Public Deposits and Other Accounts in the Banking Department. E is the sum 
of advances and investments of the London Clearing Banks. F represents the 


series of Metropolitan, Country and Provincial Clearings, taken from the Special 
Memorandum No. 46 of the London and Cambridge Economic Service. 
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the whole country in relation to its gold reserves and (2) the 
commercial banks’ policy regarding their cash ratios. 

When curve C is studied against curve B, it would seem that up 
to 1929 the Bank’s policy regarding the cash basis had been to 
prevent inflows of gold from making themselves felt but to allow 
outflows to have their effects. For instance, there was an inflow 
of gold in the second and third quarter of 1926; and the gold 
reserves in the Bank had risen by £8 million as compared with the 
first quarter of the year. The rise in gold reserve was, however, 
not reflected in the change in total cash basis, which, as a matter of 
fact, fell by £1 million. The gold inflow during the first quarters 
of 1938 was again offset. But in the third quarter of 1929 an 
outflow of gold was accompanied by an increase in the cash basis, 
which was due to the Bank’s taking up vast quantities of Govern- 
ment securities on its own account. When the gold returned in 
1930, it was offset and there was no permanent increase in the cash 
basis. Moreover, during the critical period of 1931, the Bank 
again increased the cash basis in spite of an abnormal outflow 
of gold. 

The total supply of money and credit was also influenced by 
the commercial banks’ cash-ratio policy. As shown by curve D, 
the total supply of money was steadily rising throughout the 
period as a result of a slight reduction of the cash ratios of the 
commercial banks. Its quarterly fluctuations showed no sig- 
nificant correlation with those of the net gold movement. 

However, the net gold movement may have affected the 
liquidity of the commercial banks and thereby their willingness to 
lend to home industries, even though there was no correlated 
fluctuation in the total supply of money. That is, the net gold 
inflow would be followed by an increase in the commercial banks’ 
advances and investments : and the net gold outflow by a decrease. 
But comparison of curve A and curve E reveals that their relation 
was not very close. Therefore, it seems to suggest that the 
fluctuations in advances and investments had been predominantly 
determined by something else. 

Curve F gives the series of Metropolitan, Country and Pro- 
vincial Clearings, which shows the quarterly money payments 
arising out of the current activity of creating and consuming 
income.! Its quarterly movements showed no significant 
correlation with either of these series. This negative result, 
inter alia, points out the fact that the level of income was deter- 


1 We use this series to represent the national income, because it is better than 
the index of employment in showing short period fluctuations. 
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mined by much more complex factors than the net gold movement 
and the supply of money. 

But could there have been an adjustment process which 
operated through the changes in relative prices? Since net 
gold movements had relatively little effect upon the short-period 
fluctuations in the total supply of money and the level of income, 
it is very unlikely that they could have significantly determined the 
changes in the home price-level and the terms of trade. The 
changes in the price-levels in the U.K. during this period are given 
in Table IV. In general, increasing capital exports tended to be 
accompanied by a rise in the ratio of import to export price 


TABLE IV 
Changes in the Price Levels (Trends Eliminated) 








Net move- 

Import Export Net barter | Cost-of- ment of 

price price terms of living long-term 
- trade. index. capital 
(£ mn.). 
1924 . : 106-1 103-3 102-7 100-8 —134-2 
1925. ‘ 106-6 106-1 100-5 102-1 — 87:8 
1926. ‘ 101-2 102-5 98-7 101-4 — 85-4 
1927 . ; 100-6 99-3 101-3 99-7 —104-7 
1928 . ‘ 105-5 101-7 103-7 100-0 —113-4 
1929 . : 107-9 101-8 106-0 101-4 — 45-8 
1930 . F 98-6 100-0 98-6 102-8 — 34-9 
1931 . ' 83-4 91-9 90-8 100-0 + 20-7 




















(i.e., in the net barter terms of trade), while the cost-of-living index 
tended to fall relative to both: and decreasing capital exports 
were associated with the opposite pattern of price changes. The 
fact is in line with the classical theory and seems to suggest that 
there was an adjustment process operating through relative price 
changes. But, as a matter of fact, the correlation is spurious. 
The fluctuations in all these series were influenced and determined 
by the changes in the level of British home employment, or, more 
generally, by the changes in world economic activity. Thus 
during world prosperity, British long-term capital exports tended 
to increase and so did the import price, export price and cost of 
living. Moreover, the difference in the magnitude of the fluctua- 
tions must also be explained in terms of their relative sensitivity 
with respect to income changes. Empirically, with 1% increase 
in British home employment, import price increased, on the 
average, by 1-80%, export price by 1-38 % and cost-of-living index 
by 0-76%. 
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In short, we can conclude that there was no trace of the opera- 
tion of the mechanism of adjustment envisaged by the classical 
theory, and that the positive correlation between gold flow and 
long-term capital export, which we have observed for the U.K. 
during 1924—31, was, therefore, purely accidental. 

The réle of gold changed when the U.K. went off gold. The 
huge and persistent inflow of gold was determined, both in 
aggregate and in detail, by the concurrent movement of short- 
term capital into this country. In fact, they both reflected the 
changes in the preferences of foreigners as to the particular form 
and place in which they desired to hold their assets in face of 
general world economic uncertainty. The close agreement 
between the cumulative changes of these two series can be seen 
from Table V. 


TABLE V 
Cumulative Changes of Gold and Short-Term Capital 


(£ million). 





Short-term capital 
Net gold inflow. import (including 
residue item). 


1932 ‘ ‘ , . 17-9 47-0 








1933 ; ; ; : 209-3 205-8 
1934 . ; ; : 343-1 368-5 
1935 : ; f : 413-2 | 401-8 
1936 ; ; i : 640-9 618-7 
1937 s ; ; ; 720-5 725-7 
1938 : ; : al 657-8 693-9 








In contrast, the amount of British net receipts or net payments 
during this period was comparatively small. Since there was no 
conclusive evidence regarding equilibrating short-term capital 
movements, they must have been balanced by the corresponding 
changes in gold. 


Tse Cuun CHANG 
St. John’s College, 
Cambridge. 
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I, INCOME ACCOUNT: 
A. Merchandise Trade— 
Imports ° ° 
Exporte e ° 


Balance . 

B. Other Net Receipte— 
Government Receipts from Abroad , 
Shipping Income . 
Interest and Dividends 
Short Interest and Commissions 
Receipts from Other Services . 
Silver . ° . 


Balance . ° ° ° ° 
Net Balance of Income Account , 
II, GOLD MOVEMENTS : 


Imports ° ° ° ° 
Exports ° ° ° ° . 


Net Gold Movements . 


III. OAPITAL ACCOUNT : 
A. Long-term Oapital Movemente— 
New Overseas Issues* . 
a pital Repayments * 
nl Long-term Investmenta Over- 























Balance . 
B, Short-term Capital Movementse— 
Changes in British Assets Abroad * . 
Changes in British Assets at Home ’. 


Balance . ° ° . 
Net Balance of Capital Account 








Residue Items . e ° ° * 





APPEN 
United Kingdom Balance of Payments, 
1924 1925. 1926. 1927, 1928, 

—1,277-4 | —1,320-7 | —1,241-4 | —1,218-4 | —1,195-6 
+ 941-0) + 927° 4| + 7786)| + 832-1] + 843-9 
— 336-4) — 303-3 - “462-8 - — 386-3 3| — 361-7 
—- 20|— 11:0] + 40) — 10/;— 16-0 
+ 140-0] + 1240); + 120-0] + 1400) + 130-0 
+ 220-0] + 250-0] + 260-0] + 260-0] + 3650-0 
+ 60-0) + 600); + 600) + 63:0) + 65-0 
+ 10) + 60) + %160)/+ 60}; + 160 
“+ 15] + 16) + 0-2 0 - 1-0 
+ 408-5 | + 439-6) + 449-2 | + 469-0] + 476-0 
+ 71/4 463/— 136] 4+ 100-7] + 1983 
— 868)/— 4156|/— %385;);— 8234) — 478 
+ 494) + 497) 4+ 27-1) + 21] + 60-5 
+ 136] + 82)/— 114] — 33]+ 12-7 
— 13842|/— 87-8] ~ 112-4 | — 1387) — 148-4 

Pri aa + 2701+ 34014 300 
— 1342] — 87:8) — 854] — 1047) — 113-4 

= = ~ — |+ 2382 

~ ~ - — |+ 233 
— 1342|/— 878|— 854] —~— 1047) — 902 
+ 485/+ 33:3) + 110-4) + 73) — 45:8 




















1 In this table, the notation ‘‘ —’’ means data not available. 
* These figures are those compiled by the Midland Bank, which exclude (a) the amount subscribed by 
foreigners wold (6) conversion operations, The commissions paid to the British firms for the service of issuing 


are deducted. 


® These are the estimates made by Sir Robert Kindersley. 
receipts of British investors from foreign borrowers. The repayments in 1924 and 1925 are unknown. 

* Sir Robert Kindersley has also given estimates for the amount of long-term capital which British have lent 
overseas on long-term which is not represented by securities quoted on London Stock Exchange. They repre- 


sent mainly foreign securities especially American, and also mortgages and other kinds of investments. 


table, the changes from year to year are shown. 


They represent the sinking funds and amortisation 


In the 


* They include net sales of long-term outstanding securities which have not been included in note 4. 
According to Sir Robert Kindersley’s estimates, the net sale by the British in 1930 amounted to £36 million and 


in 1931 to £30 million. 
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DIX 
1924-38! (in millions of pounds) 












































1929, 1930. 1931. 1932. 1933. 1934. 1936. 1936. 1937, 1938, 
—1,220-8 | —1,044-0 | —861-3 | —703-1 | —675-9 | —739-3 | —756-9 | —848-9 | —1,029-1 | —920-4 
+ 8391 | + 657-6 | +4545 | +4160 | +4165 | 4+447-4 | +481-2 | +501-1 | + 596-8 | +532-3 
— 381-7 | — 886-4) —406-8 | —287-1 | —259-4 | —284-9 | —275-7 | —347-8 | — 482-3 | —387-9 
+ 240) + 190) + 140) — 2440) — 20/ + 70) — 20] — 30} — 40/— 13-0 
+ 130-°0/ + 105-0 | + 80-0 | + 70-0 | + 65-0 | + 70-0 | + 70-0 | + 85-0 | + 1830-0} +100-0 
+ 250-0} + 220-0 | +170-0 | +150-0 | +160-0 | +170-0 | +180-0 | +3200-0 | + 210-0 | +200-0 
+ 65:0) + 65:0) + 30-0 | + 25:0 | + 30:0 | + 30:0 | + 30:0] + 35:0) + 40-0] + 35-0 
+ 160) + 150/ + 100] + 15-0 / + 10:0 | + 10:0 | + 100] + 100/+ 10-0] + 10-0 
+ O08} — Ol) — 16) — 18] — 60) — 96/ +144] + 10) — 105) + 11-2 
+ 484-8 | + 413-9 | +3034 | +334-2 | +2358-0 | +277-4 | +302-4 | +328-9 | + 3875-5 | +343-2 
+ 1031) + 375) —1044 | — 629) — 14] — 7:5] + 267) — 198 | — 656-8) — 44-7 

62-4) — 86-7 | — 98-3 | —152-3 | —251:7 | —262-5 | —244-:1 | —314-3 295-1 | — 239-6 
+ %76) + 8 | +1329 | +1343 | + 60-3 | +1287 | +1740 | + 86-6 315-5 | +302-3 
+ 162) — 49) + 346 | — 17-9 | —1091-4 | —133-8 | — 70-1 | —227-7 | — 79-6] + 62-7 
— 243) — 108-8) — 461) — 292 | — 37-8 | — 43-4 |) — 209] — 264/— 321] — 25-4 
+ 485) + 38:9) + 268 | + 48-0 | + 668 | + 42:0 | + 81-0 | +1070 | + 61-5) + 39-2 

- + 350% + 400% + 50) + 50) — 20-0 | — 50-0] — 50-0 0 0 
— 458) — 349) + 20-7 | + 23-9 | + 340) — 21-4) + 10-1 | + 306| + 29-4/ + 13-8 

_ + 178) — 76] — 42-2 | + 443) + 11:32) — 641) — 10/— 12:7] — 37-4 
— 2272) —- 13 /| — 91-0 | — 58-0 | +1350 | + 16:0 | + 10-0 | +1300 | + 25-0) —100-0 
— 37-2/+ 165) — 986 | —100-3 | +1793 | + 26-2 | — 54-1 | +1290 | + 12:3) —137-4 
— %730|— 184] — 77-9 | — 76-4 | +2133 | + 48) — 440 | +1596 | + 41-7 | -—123-6 
—- 43) - 4-2) +147-7 | +147-2 | — 205 | +1365 | + 87-4 | + 87:9 | + 947) +105-6 

| 


























* These figures are derived from the figures published in Federal Reserve Bulletin. In the United States, 
banks and bankers performing foreign banking operations make weekly reports covering not only the reporting 
banks’ own short liabilities to foreigners, but also short obligations held for foreign account which represent 
claims on institutions, firms and individuals in U.S.A. In addition, figures of foreign assets and liabilities with 
respect to each country are provided. In the table, the changes from year to year are shown, after conversion 
at the average pound-dollar exchange rate of December of the year. 

* For 1938-31, the oo consist of foreign balances held in London and London's acceptances on foreign 
account, as given in the Mac Millan Report. In the table, the net year-to-year changes are shown. For the 
rest of the period, the figures are estimates based upon the facta given by the Bank for International Settlements 
in ites annual reports. Moreover, in the figures for 1931-33, the Treasury's advances from foreign financial 
centres and its repayments are included. 











REVIEWS 


The Advanced Theory of Statistics. Volume II. By M. G. 
KeEnpatL. (London: Charles Griffin, 1946. Pp. 521. 50s.) 


In his second volume, Mr. Kendall sets out to complete the 
work of Volume I, by developing the main branches of statistical 
theory as applicable to a variety of subjects. The result is 
necessarily a disjointed account since the field is very wide and 
the trails of the pioneers straggle inconclusively in diverse 
directions. 

The economist who has the mathematical ability to follow 
Mr. Kendall through this work is likely to arrive at a definite 
answer to the vexed question whether the statistics available to 
economists are yet in a form suitable for the application of 
advanced statistical methods. It may be said at once for the 
comfort of those who have not this ability that his answer is 
likely to be in the negative. 

This unsuitability of the economist’s material is reflected in the 
paucity of examples relating to economic subjects. The reader’s 
exercises in the economic field are limited to learning how to 
determine : 


(i) whether the average ages of males marrying in five 
districts of England and Wales in 1933 could have differed so 
much by chance if the age compositions of all males had been 
the same in all districts and the probability of marriage at 
each given age had been the same in each district ; 

(ii) whether so many peaks and troughs as occurred in the 
series of potato prices (deviations from nine years’ moving 
average) during 1888-1935 would have been likely to arise by 
chance in a random series of the same number of terms ; 

(iii) that the standard deviations of expenditure on the 
same item is significantly larger for given groups of rich 
families than for given groups of small families ; 

(iv) whether persons who send in income-tax returns late 
have significantly bigger incomes than those who send them 
in early ; 

(v) the lack of significance of nearly all the periodicity 
exhibited by the periodogram of Sir William Beveridge’s 
series of trend-free wheat prices. 


In accompanying our representative mathematically minded 
economist through this book, we shall follow neither the numerical 
order of chapters, nor the grouping which Mr. Kendall suggests in 
his preface. We shall instead take them in the order in which 
such a reader would be able most readily to understand them. 
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The chapters which are likely to interest him most as an 
economist are Chapters 25, 22, 29 and 30. Chapter 25 deals with 
the design of sampling enquiries. A considerable economy of 
effort can often be effected in securing a representative sample, 
if the technique of stratified sampling is used. Two considerations 
are pertinent : the first is that if in seeking for a sample about Y, 
we know the frequency distribution of X for the whole population, 
where Y and X are correlated, then it will pay us to stratify our 
sample according to values of X so as to reduce the chance 
variation of Y; the second is that if we divide an area up into 
sub-areas, we may sometimes be able for the same cost to obtain 
more information by taking complete samples of individuals from 
each of a random group of the sub-areas than by taking a random 
sample of individuals from the whole area. Considerable ex- 
perience has been gained in the U.S.A. in the use of both these 
techniques and it is to be hoped that in later editions Mr. Kendall 
will expand the three pages which he has devoted to this subject. 

Passing to the sub-section, experimental design, the author 
in effect dismisses the Social Studies with the acceptable remark 
that “ the statistician has a much greater scope for ingenuity in 
the design of experiments than in the design of sampling enquiries 
on existent populations because of the greater degree of control 
over the population under examination.” The remainder of the 
chapter relates solely to the design of experiments as opposed to 
sampling enquiries in the narrow sense. 

Chapter 22 is of some interest to the economist because it 
sets out the technique for fitting least-square curves to data 
relating to two variables, by means of orthogonal polynomials. 
This chapter follows naturally from Chapters 14 and 15 at the 
end of Volume I and might with advantage have been included 
there. The various methods for establishing margins of error for 
the regression coefficients are of limited use to the economist as 
the assumptions underlying their exact application are seldom 
satisfied in the problem he tackles. At the end of the chapter 
the procedures given are extended to cover the case of many 
variables. 

The other chapters which will interest our reader as an 
economist are the two chapters on time-series, 29 and 30, at the 
end of the book. Chapter 29 is devoted to time-series analysis, 
but gives no account of how to eliminate seasonal variation, 
except in suggesting the use of a twelve-months’ moving average. 
The main subject of the chapter is the smoothing of a time-series 
either by techniques using weighted moving averages, or else by 
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fitting polynomials as the reader has learnt to do in Chapter 22. 
Anderson’s variate difference method is explained for deciding how 
many terms of the polynomial to fit. 

Chapter 30 is devoted to more advanced time-series theory. 
Unfortunately, the development of this subject has been so 
limited and has followed so faithfully the lines of least resistance 
rather than those of importance to the economist, that this 
chapter is in fact of little use to him. What the economist needs 
to know is the extent to which the margin of error of his estimate 
of the partial regression coefficient of Y on X, based on time-series 
data, is affected by the facts 


(i) that there is a serial correlation within each time series, 

(ii) that there are disturbances in each series, 

(iii) that there may be simultaneous relations, ¢.g., 
demand relations and supply relations : 


but these subjects are not touched. This is mainly because the 
problem has proved too difficult to formulate or solve : neverthe- 
less, Frisch, Koopmans and Hotelling have done work on this 
problem which could well have been incorporated in these chapters 
together with Hotelling’s other work quoted in the previous 
chapter on Multivariate analysis. 

It would, however, be absolutely unfair to judge this book on 
its usefulness to economists or administrators as it is primarily 
written for mathematicians and as a work of reference for 
mathematically minded scientists. Judged by this standard, the 
book deserves high praise. It is in any case assured a long life 
as a standard textbook: moreover, if certain minor defects, such 
as those suggested below, can be remedied in later editions, the 
book will stand out as a giant in its class. 

The other sections of the book relate almost exclusively 
to subjects outside the economic field. Chapter 28 on “ Multi- 
variate Analysis ’’ is a borderline chapter. This could profitably 
be read after Chapter 22 as it carries forward the regression 
analysis of many variables. In this chapter it is assumed that 
residuals are normally distributed, so that frequent use can be 
made of the geometrical line of argument which was so successfully 
used in Volume I. Generalisations are given for the t-test and 
the x?-test when several samples are considered simultaneously, 
and an account is given of Fisher’s discriminatory analysis. A 
parallel account of the technique of Factor analysis, as used by 
psychologists, could with advantage have been included at this 
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point, together with a fuller reference to the work of the Indian 
school. 

Closely related to Chapters 22 and 28 are Chapters 23 and 24, 
which should be read in conjunction with Fisher’s Statistical 
Methods for Research Workers and his Design of Experiments. 
These two chapters provide a useful summary of the mathematical 
groundwork underlying the methods given in those two books : 
they are primarily of interest to the biologist and agriculturalist, 
but their content is relevant to all statistical work under 
experimental conditions, especially if errors and disturbances are 
likely to be distributed approximately in the normal form. The 
analysis of variance and of covariance, and the principles of 
factorial design, are treated in some detail, and a particularly 
interesting section deals with the objects and implications of 
randomisation. : 

The remaining chapters of this volume deal with problems of 
estimation and significance tests. It is likely that many readers 
will sink altogether in the slough of Chapter 17, the first of the 
volume, and decide that they can read no farther. This chapter 
of fifty pages covers a great range of subjects, some of which are 
decidedly difficult. The diffident reader would be wise to read 
only the first eight pages, in order to discover what a Sufficient 
Estimator is, and then to skip to Chapter 18 on “ Miscellaneous 
Methods,” which gives a far easier introduction to the subject of 
estimation. This skip has the advantage that it omits a proof 
given on page 10 which either contains some serious misprints or 
is wrong. Minimum variance, maximum likelihood, minimum y? 
and least-squares methods of estimation are all discussed in 
Chapter 18. A theorem (due to Gauss) concerning the estimation 
of error variance under fairly general conditions is given at the end 
of the chapter, but something seems to have gone wrong with the 
end of the proof as here transcribed. 

The chapter also includes a very short section on Inverse 
Probability. This might with great advantage have been ex- 
panded to a whole chapter. Many of the chapters of the 
second volume suffer gravely from the fact that only a superficial 
account of the theory of probability was given in Volume I. The 
author explains in the preface that it would have been unfair of 
him to tell the reader who is right and who is wrong among the 
authorities, and that he leaves the reader to take his own choice 
among various theories of inference, and tests and methods of 
estimation. But without a more thorough explanation of the 
principle and the meaning of the Inverse Probability argument 
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the reader lacks the proper standards by which to compare the 
various methods. 

The need for a more thorough grounding in probability will 
be particularly felt when the reader comes to Chapter 20 on 
“ Fiducial Inference.”’ It is extremely difficult to discover from 
this chapter how one may interpret a conclusion based on 
Fiducial Probability, or indeed to what Fiducial Probability 
amounts. The difficulty is made worse by a confusion of ¢ 
and @ in the line before formula (20.8) on page 87, and the 
argument given in section (20.12) is wholly wrong and presumably 
invalidates Example (20.2) as well. But apart from these errors, 
the whole method is here supplied with no adequate justification 
except when there is only one parameter to be estimated, in which 
case it provides sets of confidence limits based on sufficient 
estimators. When there are two or more parameters, as in 
the Behrens test, the method does not give correct confidence 
limits and, although it can then be justified by Inverse Proba- 
bility arguments based on very special “Prior Probability ” 
assumptions, these arguments would be inappropriate since the 
purpose of Fiducial Inference is to avoid consideration of ‘“ prior 
probabilities.” The author reports in the preface that Professor 
R. A. Fisher read the chapter in manuscript, and there can 
therefore be no doubt that his account of Fiducial Probability is 
basically correct although it is difficult to comprehend. 

Turning back to Chapter 19 on Confidence Intervals, the 
reader must be warned against accepting blindly the procedure 
suggested in the following two lines of page 69: “ our assertion 
that w lies in the confidence belt is correct in a proportion a of the 
cases; and in particular, for any observed p we may assert that w 
lies within the ordinates determined on the two curves by the 
vertical through p.” The first half of this statement is true : 
the second is dangerously liable to be misinterpreted and mis- 
applied. In this context w means a probability, such as the 
probability of throwing heads with a coin, and p means the actual 
proportion of throwing heads in a series of, say, twenty throws. 
If we threw four heads in the twenty throws the 95°% confidence 
limits would be roughly that 0-1 <w < 0-45 and corresponding 
limits for w can be obtained for other values of p. These limits 
constitute the 95°, confidence belt and it is true that our assertion 
that w lies in the confidence belt (for example, between 0-1 and 
0-45 when we have just thrown four heads in twenty) is correct in 
95 cases out of 100. But it would manifestly be absurd to assert 
that in 95% of the particular cases where we have thrown just 
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four heads in twenty throws, the coin will have a bias 
0-1 <w < 0-45: for common sense shows that in most cases the 
coin will be practically unbiased : i.e.,w —0-5. The absurdity 
is clear in this case because we know that most coins have 
negligible bias, and that when we do get as few as four heads in 
twenty this is just when we are almost certainly outside the 
confidence belt, and does not mean that we have picked up a 
heavily biased coin. An understanding of inverse probability 
would enable the reader to spot such pitfalls at once. In other 
words, confidence limits may destroy our confidence just when 
we most need it. Although “for any observed p we may assert 
that w lies within the ordinates, etc., etc.,” the ground for 
confidence in such assertion would be destroyed by any evidence 
that, before p was observed, certain values of w were more probable 
than others. In unravelling all this, the reader will be further 
misled by some confusion of symbols in the last paragraph of 
page 67. 

The discussion of shortest confidence intervals is marred by 
a failure to recognise that although when n —> ©, those based 
on sufficient estimators from samples of n will have minimal 
properties in general, they cannot do so in general when 7 is not 
large. This clearly follows from the fact that although a sufficient 
estimator for x is also sufficient for M(x) a monctonic function of 
x, confidence intervals for x which are minimal will not in general 
remain minimal when translated into confidence intervals for M(x), 
except when n —> © s0 that they become indefinitely narrow. 

Chapter 21 on “ Some Common Tests of Significance ” is of 
great general interest. In view of the criticism about Confidence 
Intervals given above, I doubt the validity of the following 
passage: ‘“‘ For instance, it is customary to reject a value of 0 
if it gives to an observed ¢, or greater value a small probability ; 
and there is no obvious reason why we should base our inference 
on the improbability of greater values of ¢,, namely, on the 
improbability of something which has not occurred (see 21.55 
below). Our present approach shows that in fact the use of 
standard errors can be justified logically without invoking a new 
principle of inference.”’. 

The Behrens test reappears on page 111 and we are told that 
“ an inference of this kind does not imply that we shall be correct 
in a certain proportion of the cases.”” Quite so, but it would be 
more interesting to be told what it does imply. Readers should 
be warned that on page 116, top, the “ point here which is 
frequently overlooked ” is another red herring which should not 
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be pursued. In fact the probabilities given in Fisher’s table should 
be taken as they stand (and not halved) when we are interested 
only in the chance that S,?/S,? exceeds a given amount k. 

Chapters 26 and 27 follow straight from Chapter 21 and develop 
the fundamental point that it is no good testing a hypothesis 
except in comparison with one or more alternative hypotheses. 
The theory becomes difficult so soon as the hypothesis tested 
involves unknown parameters : ¢.g., “ the probability of throwing 
six was in each experiment the same (unknown) value 7” and 
more so when the alternative hypotheses also contain unknown 
parameters. A preliminary chapter on Inverse Probability would 
have enabled a far clearer explanation to be given of the kind 
of inference that can be based on the results of such tests. 

An important error appears on p. 295, line 19, where it is 
stated that the sampling distribution of A “of course is 
independent of the unknown parameters.” In fact, of course, it 
may well depend on the unknown parameters, and a very 
powerful-looking tool breaks in our hands. 

Chapters 26 and 27 follow closely the very interesting develop- 
ments of Neyman and Pearson, and to criticise their work in 
detail lies outside the scope of this review. 

We have now discussed every chapter except pages 9-48 of 
the opening Chapter 17. This could have been made a bit easier 
if a clearer distinction had been made between the theory as 
applied to large samples and that applicable to small samples. 
A fuller use of the geometrical argument used so successfully in 
17.24 would perhaps have made other sections of this chapter 
easier to digest. The reader who originally skipped the last part 
of this chapter should be careful not to miss altogether the 
important sections 17.38 and 17.39 which deal with Fisher’s 
“* Amount of Information,” and the ‘‘ Loss of Accuracy ” involved 
by using estimators which are not “ most efficient.” Appendix 
B provides an extremely useful bibliography and interesting 
mathematical examples are available at the end of every chapter. 

In this review, attention has been concentrated mainly on one 
or two minor defects. But, as stated above, this book is likely 
to remain a standard work of reference for many years: its scope 
is immense and one is filled with admiration for the author’s mind 
that could comprehend, consolidate and present such a mass of 
material, at the same time as he held an important wartime 
administrative post. 

D. G, CHAMPERNOWNE 
Oxford. 
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Bretton Woods for Better or Worse. By R. G. Hawrrey. 
(London : Longmans, Green and Co., 1946. Pp. 142. 7s. 6d.) 


Mr. Hawrrey has always been a staunch advocate of the 
stabilisation of the price level. He was one of the chief British 
experts at the Genoa Economic Conference in 1922 when the 
nations of the world subscribed to the policy of stabilising the 
value of gold by means of an appropriate manipulation of the 
volume of credit. Unfortunately, the Genoa resolutions remained 
on paper and no practical measures were taken to put them into 
effect. 

The Bretton Woods Agreement, which is the subject of the 
book under review, is one of the fruits of the experience of what 
can happen when nations pursue divergent and unrelated policies 
in the field of currency policy. Mr. Hawtrey does not dissent 
from the general lines of the scheme for establishing the Inter- 
national Monetary Fund and the International Bank. But he 
holds that all the benefits which might result from the scheme 
are liable to be vitiated by the neglect of one vital consideration, 
namely that of the stabilisation of the purchasing power (or as 
he terms it, the “‘ wealth-value ’’) of the currency units which 
are linked together through the Fund. It is true that a single 
country can alter its exchange parity if it is suffering from a 
“ fundamental disequilibrium ”’; but this could hardly be invoked 
where the problem was one of coping with the short-period 
fluctuations of the trade cycle. If the trade cycle is to continue, 
fixed exchange rates serve chiefly to transmit fluctuations from 
one country to another. But the key-note of the Bretton Woods 
plan, in the eyes of Mr. Hawtrey, is that of expansion, and mere 
expansion by itself affords no proper basis for policy; for it is 
always liable and likely to degenerate into inflation, which in turn 
will inevitably result in a slump with all the evils of deflation. 
So strongly does he feel this, that in the last pages of his book we 
find him suggesting that, if all else fails, England should stabilise 
for herself the value of sterling in terms of commodities, even 
if it should mean expulsion from the Fund. He does not, how- 
ever, pause to discuss the question whether exchange flexibility, 
combined with credit control in England, would in fact enable us 
to insulate our economy from the effects of a general inflation or 
deflation in the outside world. 

Mr. Hawtrey is the most consistent of economists. Long ago 
he established to his own satisfaction a theory of the causation 
and cure of the trade cycle, and neither the views of other 
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economists nor the course of events have altered in the slightest 
his opinions. He still is convinced of the over-riding importance 
of the bank rate and still is sceptical of the value of public works 
and other widely popularised measures for correcting economic 
maladjustments. But having preached, largely to deaf ears, the 
evils of deflation he now finds himself called on to warn his 
readers of the opposite danger of inflation. He is quite consistent 
in this, for deflation is for him merely the inevitable consequence 
of an antecedent inflation—“ the way to stop a slump is to stop 
the boom.” Violent remedial measures would be quite un- 
necessary if discount rates had been raised in the early stages of 
the crisis and then lowered again as soon as they showed themselves 
to be effective. 

Certainly at the present time there is much to be said for Mr. 
Hawtrey’s admonitions. That you cannot both have your cake 
and eat it, is an economic truth which is none the less profound 
because it is so simple. Nevertheless, there are degrees even in 
simplicity, and is it not possible that Mr. Hawtrey’s views would 
have received a wider measure of recognition if he had not insisted 
upon applying a single simple formula or solution to a problem 
which is in fact of an almost infinite complexity? Moreover, 
there is such a thing as a simplicity which is more apparent than 
real. It may be possible, after the event, to fix on the exact 
moment when a suitable rise in the discount rate would have 
prevented a boom from assuming serious proportions, but it is a 
very different matter to determine that moment when the present 
is obscure and the future highly uncertain. In several places 
in this book the writer goes out of his way to praise Governor 
Strong for his handling of the credit policy of the Federal Reserve 
System between 1922 and 1928. But is there any reason to sup- 
pose that if Governor Strong had still been at the helm from 
1929 to 1932 he would have been able to avert the economic 
blizzard which swept over America and the world during the 
latter years ? 

Nothing that has been said here affects, however, either the 
truth or the timeliness of Mr. Hawtrey’s warning voice, crying in 
the wilderness, to impress on the world the dangers of concen- 
trating on the objective of expansion to the neglect of the very 
important, if less spectacular, virtues of the golden mean of 
stabilisation. 

C. W. GUILLEBAUD 
St. John’s College, 
Cambridge. 
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International Cartels. By Ervix Hexner. (London: Sir Isaac 
Pitman, 1946. Pp. x + 555. 30s.) 


National Interest and International Cariels. By CHaRues R. 
WuitTLEsEY. (New York and London: The Macmillan 
Company, 1946. Pp. 172. 10s. 6d.) 


THESE two American books are, I think, written for different 
audiences, Professor WHexner’s for the expert, Professor 
Whittlesey’s largely for the layman. Both contain general 
sections. Professor Hexner’s, in addition, includes over 200 
pages of case studies of international cartels and 140 pages of 
Appendices largely devoted to reprints of a number of inter- 
national cartel agreements. The case studies cover over 100 
products and are therefore necessarily brief. Some are dealt 
with more fully than others, partly because of differences in the 
amount of data available. They will be mainly useful in 
providing a point of departure for further investigations and an 
indication of some at least of the available sources of information. 
A comprehensive account of the cartels dealt with could obviously 
not be included in one book or dealt with by one man. 

Both books are full of wise (and eminently quotable) remarks. 
Both, but particularly Professor Hexner’s, contain excellent 
sections on what Professor Hexner calls the “demonic force ”’ 
that the word cartel has acquired in America, sections which 
debunk certain common assumptions about cartels. But neither 
of them really tackles what to me seems the basic problem: the 
question of the circumstances in which cartels may work 
towards the public interest and those in which they are likely 
to work against it. Professor Whittlesey starts (in most of his 
book) by assuming that competition produces the most desirable 
economic system. “ Either we believe in economic democracy, 
or we do not.”” But he states this as a premiss; he does not seek 
to demonstrate that it is true. Surely, even for the American 
reader, or perhaps particularly for him, some discussion of this 
point is required in a book dealing with the pros and cons of 
international cartels? He does admit exceptions; for instance, 
in his concluding chapter, he recommends that public policy 
“might be directed . . . towards curbing or preventing inter- 
national cartels where competition is clearly superior and towards 
facilitating them where they seem to offer net advantages.” But 
he does not analyse these circumstances. Consequently I feel 
that the book is chiefly useful for the excellent chapter where he 
destroys the argument that international cartels, as such, are 
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likely to be a menace to national security, and for some of the 
admirable remarks in the concluding chapter. 

Professor Hexner’s book will be especially useful for the 
numerous suggestions he makes for further investigations of the 
international market conditions for commodities controlled and 
not controlled by cartels, and of the operations of these cartels, 
and for the material he provides in his case studies and Appen- 
dices. He deliberately refrains from any attempt to solve what I 
have earlier called the basic problem. For he considers that one 
should not generalise on such matters without comprehensive 
evidence, and makes it clear that the evidence for a comprehensive 
inductive approach is lacking. Consequently the generalisations 
he does feel justified in making, though some of them are helpful, 
deal only with a few of the important points one would like to see 
discussed. 

If the approach to the main problem must be inductive, clearly 
Professor Hexner’s caution is right. And the further enquiries 
he proposes should be fruitful. But I question whether a desirable 
line of policy for dealing with international cartels can be evolved 
from an inductive approach. There are too many cartels; we 
know too little about them and will still know too little even when 
all the subjects Professor Hexner has suggested for investigation 
have been investigated. This is not only because, as he himself 
points out, their affairs are often shrouded in secrecy and tacit 
understandings are at least as important as the more overt 
agreements; it is also because the results of business agreements 
permeate the economic system so widely that it is impossible to 
trace many of them inductively in a dynamic economy. Surely 
a deductive approach, illustrated by rather than based on 
individual case studies, is likely to be more fruitful in indicating 
whether the different forms of business agreement work for or 
against the public interest ? Clearly such an approach must be 
based on assumptions as to the motive force determining 
entrepreneurs’ actions; here again Professor Hexner would like, 
and rightly like, to see further studies. But is it true, as he 
implies, that we know too little to decide now whether some 
common forms of cartel action are or are not undesirable? And 
if it is, which I myself doubt, shall we know more when the case 
studies have been fully examined? Most deductive analysis at 
present is based on the assumption that the entrepreneur seeks to 
maximise his profits, over a longer or shorter period. This may 
not be, indeed certainly is not, universally true. Is it not possible, 
however, to derive conclusions on the economic desirability of 
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many cartel practises from the assumption that entrepreneurs 
seek to avoid actual losses, without necessarily seeking as well to 
earn the greatest profits they could when conditions are specially 
favourable? And would anyone question this assumption ? 

This is not to say that it is easy to frame a policy for dealing 
with cartels, particularly international cartels. It is merely to 
suggest that, in deciding on the best policy from the economic 
point of view, it is better to proceed deductively than inductively. 
But such a policy involves political as well as economic con- 
siderations. Politicians and their advisers prefer examples to 
theoretical reasoning. Moreover, a deductive approach cannot 
indicate how much harm different practises are likely to do; for 
this a knowledge of technical conditions of production, of the 
elasticities of demand, etc., are indispensable. Thus both 
approaches are necessary if a successful policy is to be worked out; 
but the inductive should follow the deductive. 

RutH CoHEN 
Newnham College, 
Cambridge. 


Measurement of Consumer Interest. Edited by C. West CuurcH- 
MAN, Russet L. Ackorr, Murray Wax. (Philadelphia : 
University of Pennsylvania Press (Oxford University Press), 
1947. Pp. 214. $3.50.) 


THE papers published in this volume were read at a con- 
ference held at the University of Pennsylvania in May 1946. It 
contains the contributions of thirty participants, who, speaking as 
statisticians, economists, sociologists, philosophers, civil servants, 
business men and market research workers described some of the 
problems they had met, and in some cases solved, in attempting 
to measure the interest and attitudes of ordinary men and women 
functioning as consumers. 

The book invites two obvious criticisms: some of the papers 
are so short that they have room for little more than platitudes ; 
and the range of the conference was so wide that the papers lack 
continuity of subject and purpose. In spite of these defects the 
book remains, at least for the British reader, informative and highly 
stimulating. 

Most of the available reading matter in the field of consumer 
research is of American origin, and each time a new book crosses 
the Atlantic the British worker realises, and envies afresh, the 
energy and the imagination which are going into such work in the 
United States. 
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These qualities show themselves partly in the statistical 
techniques used both in dealing with problems of sampling con- 
sumer populations and in handling the results of the interviews. 
More importantly, they show themselves in the designing of 
questionnaires which will elicit reliable and illuminating informa- 
tion, and in the readiness with which the questionnaire method is 
applied to new fields of inquiry. 

The present volume contains at least four papers of outstand- 
ing interest. In the first of these Dr. Guttman of Cornell describes 
the methods developed by his wartime unit to solve the problem 
of scaling the intensity of an informant’s attitude or opinion. 

A second noteworthy paper is that by W. Edwards Deming, of 
the U.S. Bureau of Budget, on “Some Criteria for Judging the 
Quality of Surveys.” Both these contributions will attract (and 
instruct) primarily the British specialist in consumer research. 
There are two others deserving of a wider audience in this country. 
In one Morris Viteles of the University of Pennsylvania describes 
his work in the measurement of employee attitudes. His results 
show that, up to a point, differences in workshop morale are due 
to differences in supervision and leadership, and that the rank 
assigned by workers to various factors in morale has little in common 
with the views of employers. For example, in an eight-factor 
scale, workers placed “ credit for all work done” at the top of 
their list and “ job security ” at the bottom; in the employers’ 
ranking list the former of these occupied the seventh position 
while the latter was next to the top. 

The second paper of highly topical and general interest for this 
country is that contributed by Dorwin Cartwright of the Massa- 
chusetts Institute of Technology. 

During the war Dr. Cartwright was associated with the surveys 
carried out to help in planning the Treasury’s various and in- 
creasingly successful small savings campaigns. Perhaps the most 
interesting part of his paper deals with the uncovering of the 
ordinary person’s motives in making these savings. His broad 
conclusions are that in spite of very widespread instructional 
advertising, “the basic educational job was never accomplished ” ; 
52% of people saw no connection between saving and the threat 
of inflation. ‘‘ The popular view of war financing was conceived 
in entirely personal terms. People somehow thought of Uncle 
Sam as taking money from the sale of bonds and putting it into 
his pocket, then taking it out of his pocket and buying planes and 
tanks with it. It was widely felt that if he did not get the money 
it would be impossible for him to buy weapons of war.” 











Ww 


a i ot 








1947] BAROU : BRITISH TRADE UNIONS 517 


It is to be hoped that more such American survey material 
will be published and that more of it will be made available in 
this country. We need such stimulus, since there is still no 
university in this country providing any adequate training for 
the many people who wish to take up such work. British work 
in the field of consumer attitude and public opinion surveys is 
five years behind the new statistical developments. And the 
statisticians are almost as far behind our real survey needs. 

M. A. ABRAMS 
London. 


British Trade Unions. By N. Barov. (London: Victor Gol- 
lanez, 1947. Pp. xvi-+ 271. 7s. 6d.) 


As a critical study of the trade union movement and particularly 
of trade union structure, this book will be of considerable value to 
the student of such matters and its value would have been greater 
but for three circumstances. First, delay in publication is no 
longer cause for surprise, but it is to be regretted that, in the 
interval of nearly two years which has elapsed since the book was 
well advanced, its revision could not have been more thorough 
so as to bring its facts and conclusions more up to date. Secondly, 
the approach to the subject is somewhat limited by the author’s 
view that the urgency of the need for reorganisation of the trade 
union movement is in order to aid Britain’s forward march to 
Socialism, and that collaboration between workers and private 
employers leads to Fascism and concentration camps. Thirdly, 
errors and inconsistencies occur with disappointing frequency. 

For example, the statement (p. 102) that the trade union 
leaders ‘‘ very properly rejected any suggestion of renouncing the 
right to strike ” for the duration of the late war is incorrect and 
is in fact contradicted later (p. 153) by the author himself. It is 
not clear whether in referring (p. 15) to the Trade Union Act, 
1875, the author intends to refer to the Trade Union Act, 1871, or 
the Conspiracy and Protection of Property Act, 1875; his refer- 
ence to the Trade Union Act, 1905 (p. 104) is clearly intended for 
the Trade Disputes Act, 1906. The statement (p. 118) that only 
members of employers’ organisations are bound by the terms of 
collective agreements made by such organisations ignores the 
provisions (referred to it is true elsewhere in the book) of Part III 
of the Conditions of Employment and National Arbitration Order, 
1940. The statement (p. 227) that ‘“‘ The Wages Councils, which 
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are empowered to enforce the terms of wages agreements on all 
employers in the industry concerned, can remain in force until 
1950 ”’ is incorrect with regard both to the powers and the suggested 
limitation of duration of Wages Councils. 

There are few matters of controversy in regard to trade union 
organisation and policy on which the author does not touch in 
more or less detail. He is opposed to the closed shop, but more 
cogent arguments will suggest themselves to many than that which 
he puts forward that 16 per cent of Russian wage and salary 
earners in 1939 were non-unionists. He appears to be in favour 
of a national wages policy; at least he is critical of the Trades 
Union Congress for being opposed to the conception. But the 
main theme of the book is a convincing argument for the present 
diverse system of trade union organisation to be replaced by a 
system of industrial unionism. Amalgamation and federation, 
as the author suggests, are steps on the road, but it is difficult to 
see how this would, in his words, ‘‘ prepare the way for the gradual, 
unchallenged, handing over of the membership of the general 
unions to industrial unions.” Nor is it clear how the craft unions, 
while they foster industrial unionism by expanding so as to include 
labourers and women in the metal manufacturing industries, are 
to be dissuaded from hindering it by their insistence on retaining 
their craft membership in other industries. 

Possibly a solution of the latter difficulty may be found on the 
lines of the agreements made in March 1946—but not referred to 
in this book—by the National Union of Mineworkers with the 
Amalgamated Engineering Union and the Electrical Trades Union 
for a form of dual membership by craftsmen of their appropriate 
industrial and craft unions. Any attempt, however, to solve the 
problem, as the author suggests, by assigning greater powers to 
the Trades Union Congress, in which the two great general unions 
comprise almost a quarter of the membership and voting strength, 
might well bring about results as unhappy for the trade union 
movement and for industrial relations as similar methods have 
produced in the U.S.A. 

H. 8. KrrkaLtpy 
Queens’ College, 
Cambridge. 
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Wootton: The History of an Oxfordshire Parish. By CoLoNEL 
CHARLES PonsonBy. (Oxford University Press. Pp. 140. 
21s.) 


THERE are many Woottons, towns in or by a wood; the one 
about which Colonel Ponsonby has written is in Oxfordshire, a 
mile or two north of Woodstock. The parish itself runs right up 
to Old Woodstock, and crosses the main road from Oxford to 
Stratford, with a curious projection westward as far as the 
village of Stonesfield. Its boundaries seem purely arbitrary and 
to have little relation to topographical features. The place has 
not contributed any famous names to national history, it was not 
the site of any great conflict or outstanding event, nor is it 
associated with the development of any local or national industry. 
In other words, Wootton is like the great majority of our English 
villages, and it is just this which gives its value to Colonel Pon- 
sonby’s story. 

The author has divided his study into four periods. The first 
is that of pre-history, and Wootton itself contributes nothing to 
it except a single tumulus, long since levelled down. As an 
introduction to his story, however, Colonel Ponsonby has made a 
few notes about the archeological remains found in the district. 
The second period runs from the Roman Conquest to the Norman 
Conquest. Of this, too, there seems little to be said, and it is not 
until his third period is reached, Domesday Book, 1086, to 1600, 
that the author is really able to get going. The appearance of the 
parish in the Domesday Survey, under the name of OrTONE, is 
suggested, the descent of the Manor is indicated, and there are 
some interesting references to villein services, the cropping of 
the demesne, and the financial returns from the cultivation of 181 
acres of it in the thirteenth century. The early association of 
Wootton with the royal manor of Woodstock is left obscure, but 
the hamlet of Old Woodstock was a part of the parish until 
separated in 1837, by an Order in Council, and attached to Blaydon. 

The fourth period dates from 1600 until the present day. It 
was during this time, in 1770, that the open fields were enclosed, 
and the few homesteads outside the village were built. The 
development of local administration is described in general terms, 
and illustrated for the later years by extracts from parish records. 
These throw little fresh light on contemporary law or custom ; 
indeed, most of them are trivial enough, but it may be claimed for 
them that they reflect the ways and habits of the common people 
of this part of England. There are chapters on the Church and 
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the clergy, and a short account of the endowed schools: one for 
boys, dating from 1764, and another for girls, dated 1836, both of 
them the benefactions of Rectors of the parish. 

Colonel Ponsonby has drawn mainly upon published sources 
for his history, but the Vestry Books, the Inclosure Award and 
other parish records are extensive, and he has made good use of 
them. Briefly, the purpose of this history would seem to be two- 
fold : to supply an account of their village, its lands, hamlets and 
institutions, for the information and interest of his friends and 
neighbours, and to use it, at the same time, as a general illustration 
of the development and administration of a typical Midland parish. 
The book is illustrated, and there is a comprehensive index. 

C. 8. ORWIN 


Oxford. 


The Old English Farming Books from Fitzherbert to Tull, 1523-1730. 
By G. E. Fussett. (London: Crosby Lockwood and Son, 
1947, Pp. 141. 12s. 6d.) 


Ir is not surprising to find here a work of real critical 
bibliography and not a mere chronological catalogue of agricul- 
tural authors, for Mr. Fussell’s writings (enumerated in a page-long 
appendix) have already led him to be regarded as the outstanding 
authority in this field. He has probably now said the last word 
concerning collation of editions, anonymity (why so freely indulged 
in by rural writers ?), and plagiarism (on the part of publishers as 
well as of authors) during the most prolific period of agrarian 
literature accompanying technical advance. In its wider 
implications, but of course on a far smaller scale, this book 
resembles Dr. Charles Raven’s great venture, for each author 
whilst appraising the work of individual ‘‘ Natural Scientists ” 
never loses sight of the secular aspects of his thesis. In Mr. 
Fussell’s work there are few advances in crop or animal husbandry 
upon which the writer fails to make valuable and often critical 
comments, related, of course, in the first instance to the claims put 
forward by contemporary writers, but correlated with those long- 
term economic and political trends which, as a historian, he cannot 
ignore. Indeed, alone as a commentary upon the history of British 
agriculture this volume would deserve most favourable recognition. 

One does not expect to find amongst agrarian writers the 
author of “ Little Miss Muffitt ’; or Virginia, daughter of John 
Ferrar, of Little Gidding fame, who, under the guise of “ a young 
lady in England,” displayed considerable erudition upon the 
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feeding of silk-worms; or the Reverend Charles Butler, a 
recognised advocate of phonetic spelling, who claimed the 
discovery that the contents of a bee-hive “ represent a feminine 
monarchy.” To one who has for many years been engaged upon 
a biographical register of Cambridge men it is interesting to 
note in this work the numerical preponderance of that University’s 
representatives, as, from Thomas Tusser and Barnaby Googe to 
that ignorant, but very plausible and unscrupulous, Professor of 
Botany, Richard Bradley, they and their works pass under review. 
Incidentally, has anyone other than the present reviewer called 
attention to the delightful misprint in Foster’s Alumni Oxonienses, 
whereby Jethro Tull, the only really outstanding “ Improver ” 
nurtured by the sister University, is credited with the invention, 
not of the horse-hoe but actually of the horse-shoe ? 

Embellished with sixteen excellent reproductions of frontis- 
pieces and other woodcuts and fortified with an authoritative 
title-index, Mr. Fussell’s work reflects great credit upon its author 
and its publisher. 

J. A. VENN 
Queens’ College, 
Cambridge. 


Charles Kingsley and his Ideas. By Guy Kmnpatu. (London: 
Hutchinson and Co., 1946. Pp. 190. 21s.) 


** Don’? fire at me about smoking. I do it, because it does 
me good, and I could not (for I have tried again and again) do 
without it. I smoke the very cheapest tobacco.”’ Thus Kingsley 
to Ludlow in 1850. Would that Kingsley were alive to-day to 
join me in a campaign of Smoke Empire! In a specialist journal 
such as this it is not easy to do justice to Mr. Kendall; for he is 
strongest in the non-economic field, in his critique of Kingsley as 
novelist, divine and controversialist. He does not take us much 
farther with Kingsley’s part in co-operative production nor even 
with his réle as a social reformer, except to say several times how 
important this role was. I would say Kingsley was very im- 
portant but difficult to place because he was so very typical of 
the best middle-class outlook of his day. Himself of fragile 
physique he disliked the jibe of “‘ muscular Christianity,” and yet 
in the true sense of mens sana in corpore sano this was what he 
preached ; and just as there is no other sub-title for Robert Owen 
but Robert Owen and Co-operation, so for Kingsley the sub-title 
should be Kingsley and the National Health. But it would be 








522 THE ECONOMIC JOURNAL [DEc. 


misleading; for it is as poet, naturalist and divine that he won 
the affection of his age. His Water Babies, his Cheap Clothes and 
Nasty, his passion for the countryside and for the glorious sport 
of fishing, his sympathy with persons and causes (other than 
ritualism and Rome) with whom he might have been expected 
to quarrel, with J. S. Mill, Charles Darwin and Thomas Carlyle, 
with Chartism, Utilitarianism and natural selection—to all these 
he reached out and found the greatest measure of agreement in 
terms of his own interpretation of life, which was that of the 
poet who was shy of mysticism and of the seeker after things 
unseen who could not help noticing every sin; e plant and animal 
on God’s earth. 

We have a very long way to go before we have plumbed the 
depths of mid-Victorian England, the England of the Railway Age 
that made Gladstone great and of the seeds of revolt which 
triumphed at the end of World War I with the death of laissez- 
faire. While Kingsley bestowed much happiness on others, on 
his admirers known and unknown and on his rural flock at 
Eversley, he lived an anxious and often tortured life. The truth 
is that he had no great sense of humour. He liked to lay about 
him lustily and winced when others laid about him in return. 
The example par excellence is Newman’s Apologia pro Vita Sua. 
And I can almost imagine him refusing to read Jane Austen on 
account of her slanderous treatment of country parsons. He 
was at his strongest in his denunciation of the Manchester School. 
“The only new circumstance of humanity which they have ever 
advised or considered possible, is the ridiculous and impossible 
one of repressing population. My dear Bullar, a century hence 
mankind will be looking back upon the social philosophy of the 
present day as they do upon the witch manias of our forefathers.” 
And again, “‘ It is my belief that not self-interest but self-sacrifice, 
is the only law upon \ hich human society can be grounded with 
any hope of prosperity and permanence.” These two quotations 
are from the two volumes of His Letters and Memories of his Life, 
edited by his wife, 1877; and Mr. Kendall will not, I hope, mind 
me saying that one of the values of his timely book is to make us 
re-read and ponder anew over the letters in these two stout 
volumes. The Memories, however, are disappointing and it is 
these with their background which must be filled out before we 
can cut deeply into the social life of the age over which Halévy 
skates with Gallic ease. 

C. R. Fay 


Cambridge. 
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The Spirit of Post-war Russia: Soviet Ideology 1917-1946. By 
RupotFr ScuLesmncerR. (London: Dennis Dobson, 1947. 
Pp. 185. 8s. 6d.) 


Tuts new book by Dr. Schlesinger is less a product of research 
and at the same time more palatable to the general reader than 
his Soviet Legal Theory. It is clear and easy in arrangement and 
presentation and the exposition is frequently pointed by a forcible 
turn of phrase. Yet it is no light-hearted essay in popularisation. 
Evidently inspired by considerable erudition, if less burdened by 
it than the earlier work, the book proves to be more substantial 
than at first might appear, and to be the product of a rare maturity 
of thought and knowledge about the matters under discussion. The 
questions with which the author deals are ones which have been 
in the minds of all who have discussed the U.S.8.R. in recent 
years. His way of answering them is to place them in a setting 
which gives them a different significance from what most writers 
and commentators have assumed. This gives the book its special 
interest and importance, and makes most previous discussion of 
such matters seem shallow by comparison. 

For Dr. Schlesinger the key to understanding of the U.S.S.R. 
to-day is to appreciate that what he calls the “ revolution from 
above,” carried out during the years 1929-33, represented as 
significant an historical landmark as the “revolution from 
below ” of 1917, and for the texture of social life was as great a 
qualitative change. Some readers may doubt whether this 
characterisation is entirely just or complete—whether, at least, 
the author may not have over-scored it to weight the impact of 
his argument (although he cites the authority of Stalin in 
confirmation). But very few can deny that the author’s use of 
it is stimulating and revealing. The fact that this second 
revolution—from the unstable, progressive democracy of a pre- 
dominantly agrarian country of peasants in the ’twenties to the 
settled and powerful industrial collectivism of the later ’thirties— 
was made under the same banners and by the same Party as the 
first revolution is for Dr. Schlesinger the crucial difference 
between the Russian revolution and preceding ones (e.g., the 
French Revolution with its 9th Thermidor and 18th Brumaire). 
One consequence of this he claims is that things in 1939 or 1947 
are apt to have quite different contents from 1919 or 1927 even 
when they have the same names. The whole process is seen as 
ruled by the logic of necessity inherent in the special circum- 
stances of Russia’s case : in particular, her political and economic 
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isolation and her sense of insecurity—the probability (which 
increasingly dominated Soviet policy after the Arcos raid of 1927) 
that once more “ war would come: maybe war against a united 
capitalist world.” And this logic affected, not only the dating 
and tempo, but also largely the form of this “‘ second revolution ” 
and its legacy. ‘Socialism in one country” proved possible; 
but only within a mould which bore some very marked charac- 
teristics of place and circumstance. 

In this perspective the author proceeds to examine a number 
of questions which have been the subject of much debate but 
scanty knowledge in the West. These include the question of 
classes in Soviet society; standards of value in private life, 
including attitudes towards the family, the place of women and 
the upbringing of children; the alleged “ totalitarianism ”’ of the 
Soviet State (about which the author seems to talk more sense 
than the reviewer has elsewhere seen); the reconciliation of 
nationalism with traditional socialist internationalism; the 
controversies about historiography, centring round Pokrovsky 
and “‘ empty sociological boxes,”’ and pre-war trends in esthetics 
and philosophy. The treatment of these questions is not 
uniformly satisfying. But it is plentifully illuminated with 
flashes of insight; displays a freshness of thought that has been 
equalled recently in this context only by Professor E. H. Carr’s 
Soviet Impact on the Western World; and the author maintains a 
detachment that is not usually given to a close observer. 

A minor defect is that German forms of transliteration are 
generally used: e.g., Kusnjetzk, snjatie ludie, Shestjakov, Dwina 
and Bjelinsky; and in a footnote on page 145 by some misplaced 
italics G. D. H. Cole is made the author of an Introduction to Eden. 
One cannot conclude without a word of appreciation for the 
typography. Even in noble Baskerville, 10-pt. is not easy for 
the eye with the present-day length of line. But the eye is 
compensated by a shape of type on the page and an unusual 
design of chapter-headings which at least one reader found 
pleasing. 

Mauricz Doss 
Cambridge. 
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Palestine: Problem and Promise; An Economic Study. By 
Rospert R. NatHan, Oscar Gass, DANIEL CREAMER. 
(Washington, D.C.: Public Affairs Press of the American 
Council on Public Affairs, 1946. Pp. 675. $5.00.) 


Tue record of twenty-five years of economic development in 
Palestine presents distinctive features which together make it a 
unique case-study. Central to the whole movement is the fact 
that its impetus has sprung largely from spiritual and emotional 
impulses—impulses which, translated into economic factors, have 
expressed themselves not only in an influx of people but in a 
flow of capital brought in with them or supplied from outside on 
terms imposing little or no burden on the balance of payments for 
debt service. To add momentum to this forced development 
came the rapid wartime expansion of small manufacturing 
industries—high-cost industries with inconsiderable foundations 
in natural resources—under the protection of shortage of imported 
supplies and the stimulus of lavishly fed monetary demand 
originating in military outlay. 

Both these movements have had the effect of superimposing 
western forms and processes of industry and intensive practices in 
agriculture upon a peasant culture still bearing strong marks of a 
society akin to feudalism, though in response to war conditions 
Arab agriculture showed considerable advances in methods of 
cultivation and variation of products. Out of these movements, 
and intensified latterly by political tension, sprang perhaps the 
most striking feature of all—the co-existence, intermingled as to 
location, of two distinct economies, showing wide differences in 
the structure of costs and prices, standards of taxation and social 
services, distribution of manpower and other resources, patterns 
of agriculture, standards of living, social habits and business 
practices, and with only the barest minimum of effective contact 
between them. Within the Jewish sector, moreover, is to be 
found the widest possible range of economic structure, from the 
communal agricultural settlement having no use for money within 
its own organism to substantial corporations representing orthodox 
capitalist enterprise. Between the two extremes, and working 
alongside the Jewish Agency, lies a remarkable example of labour- 
capitalism, the Histadruth—a nexus of trade unions conferring 
social service benefits on members, operating consumers’ co- 
operative organisations, and latterly financing and controlling an 
ever-widening range of industrial and other business undertakings. 
Much light is shed on these special features of Palestine’s 
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economy by material, prepared by the Government of Palestine 
for the Anglo-American Committee of Enquiry 1945-46, which 
may not have been wholly available to the authors of the work 
under review, though they acknowledge the help received from 
Government departments in Palestine and London as well as from 
other bodies intimately concerned in the conduct of affairs. Ina 
two-volume Survey (published by the Government Printer, 
Palestine) is to be found statistical and other material, hitherto 
unpublished and some of it specially compiled, about such 
elements in the situation as the fragmentation of land holdings, 
the co-ownership of land and the extent of rural indebtedness; a 
comprehensive survey of industry, with statistics of employment, 
capital invested, consumption of fuels ‘and so forth; a detailed 
study of trade with other Middle Eastern countries; estimates 
of the division of various forms of wealth between the Arab and 
Jewish communities; the contributions of each to the Govern- 
ment’s revenue; and the results of inquiries into housing needs 
and the cost of building. 

The special features mentioned, with the possible exception 
of the last of them, are to be found embedded in Palestine : 
Problem and Promise; but their full significance in relation to the 
country’s economic future might easily be under-estimated by the 
reader who comes to the subject with no more than a casual 
equipment of prior knowledge. For the work is of a type to 
which our American brethren appear to be incurable addicts—the 
type which seems to be shaped by an assumption that the worth 
of an inquiry is to be judged by the distance from the circumference 
of the circle to its centre. The result, to change the metaphor, 
is that the detailed specification of innumerable trees makes it 
more difficult than it need be for the observer to stand back and 
see the general conformation and colouring of the wood. 

Let it be said at once that the authors have been commendably 
industrious in bringing to their aid material from the widest 
variety of sources—some of it of very questionable quality—and 
have painstakingly subjected it to critical examination. If there 
is cause for complaint, it lies in the fact that they have over- 
weighted the book with much that is of little importance for the 
ultimate outcome. Perhaps one should add that it is a little 
discouraging for the reader, conscientiously determined to follow 
the argument through from beginning to end, to find himself 


1 This review was completed before the recent publication of the Report of the 
United Nations Committee which again adds to the information available with 
regard to the economy of Palestine. 
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caught up, at an early stage, in page after page of ancient and 
modern political and military history having only the remotest 
bearing on the purpose of the study. Even then, the authors fail 
to make clear, as every attempt to depict the political situation of 
Palestine should do, that this unhappy little country is the focus 
of world forces deeply rooted in tradition and deriving much of 
their intensity from internal political struggles in far-distant as 
well as nearby lands. 

The purpose of the study is defined as being to meet “ the need 
for an authoritative and objective appraisal of the economic 
potentialities of Palestine’ in the absence of any “ political ” 
limits on immigration or Jewish land purchase; and the authors 
have wisely limited their view to a period of ten years. They 
make an assumption which at the moment, alas !—as they them- 
selves would doubtless acknowledge—seems uncertain of fulfil- 
ment, namely, the establishment and maintenance of political 
peace and the relaxation of tension within Palestine, leading on to 
active collaboration between the Arab and Jewish communities. 
This is indeed the only possible basis for development plans, and 
those worked out by Mr. Nathan and his colleagues will be found 
well worth consideration at many points in the shaping of future 
policy, even though important modifications may be necessitated 
by falsification of the basic assumption. 

The study was carried out by a team of seven or eight 
economists under the auspices of “a non-partisan research 
organisation,’ and financed in the main by American Jewish 
bodies and individuals varying widely in their attitude towards 
political Zionism. The composition of the “editorial and 
advisory board ” testifies to the objectivity of the inquiry, and 
the argument and conclusions come nearer to displaying that 
quality than do many other published works on the economic 
capacity of Palestine. The authors, however, give a quite 
gratuitous impression of falling below that high standard by their 
eager seizure of numberless opportunities—not always, one 
suspects, fully authenticated by the facts—to indulge in criticism 
of the Government authorities, chiefly for leaving undone the 
things they ought, in the authors’ judgment by hindsight, to have 
done. No doubt every Government on earth can be thus assailed ; 
all too often they may be rightly castigated for major misdeeds or 
shortcomings; but officials attempting, at long distance from the 
seat of authority, to carry out a Mandate which many people have 
judged impossible of fulfilment, and to do so under the scrutiny of 
an international body and in a climate of politico-economic 
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thought not favourable to the experiments of “ development- 
minded ” governments, are not rightly to be depicted as listless, 
unimaginative nitwits suffering from cold feet and actuated by 
political prejudice. It is a pity, too, that the authors allow 
themselves to pronounce judgment on the question, which can 
never be finally answered, whether the Government of the United 
Kingdom has or has not carried out the terms of the Mandate. 
The frequency of querulous complaints detracts from the force of 
criticism when it is justified by the facts, considered against the 
background of circumstance. On a broad view of the book, 
however, the reader should remove from his mind the impression 
that the essential objectivity of the inquiry is thus seriously 
impaired. 

The ultimate conclusion reached is that, with the aid of 
official development measures of a character by no means extreme 
on current British standards of economic and social policy, a 
substantial number of Jews—somewhere between 615,000 and 
1,125,000—could be absorbed into a healthy economy in Palestine 
without endangering the standard of living in the Jewish sector 
and with beneficial effects on the standard of living in the Arab 
community. (The effect on relative population, as here estimated, 
would be that, even at the maximum figure, Jews would be in no 
more than a bare majority at the end of the period, and then only 
temporarily unless immigration continued; but speculations on 
“natural” growth show considerable variation as between 
individual authorities on the subject.) The authors are critical, 
and not without justification, of the test of ‘“‘ economic absorptive 
capacity ” as applied to immigration in 1920-38; they devise a 
far more closely defined series of tests of the proper amount of 
immigration to be allowed. It can hardly be supposed that such 
tests were altogether absent from the minds of the authorities 
when judging “ economic absorptive capacity ’’; but differences 
in interpretation and application underline the need, which the 
authors fail to follow to its logical end, of reference of so vital an 
issue, constantly recurring, to a judicial and impartial body 
operating within the structure of a mandate or trusteeship. 
Certainly the task cannot safely be left, even with the safeguards 
indicated in this work, to any interested party. 

In arriving at the range estimate already quoted, close 
examination is made of potential employment on the land, in 
industry, in transport and trading and service occupations and 
so on, and of capital requirements for settlement and economic 
and social equipment. In considering settlement on the land— 
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the process envisaged originally as at the heart of the great 
experiment of a Jewish Home—the authors provide a healthy 
corrective to exaggerated ideas of potentiality, though even for 
their own plan they require action on the part of Government, 
for example to cope with the inordinately high level of land 
values, which, besides being contentious, would be extremely 
difficult to enforce. 

Two major conditions of success are of general relevance to the 
entire scheme: progressive integration of the Arab and Jewish 
sectors of the economy; and ample opportunity for the develop- 
ment of a vigorous export trade, notably in manufactures with 
neighbouring countries and in fruit and vegetables with western 
Europe. Among the requirements within these conditions are 
large supplies of external capital (the rough estimates come to 
£475-675 millions assuming a price level only 50°% higher than 
before the war), more of it than in past times on borrowing terms, 
as distinct from quasi-philanthropic funds or capital brought in 
by the immigrants themselves, and therefore adding a debit item 
to a rather precarious balance of current payments—much of it, 
moreover, requiring (though it is a little difficult to trace the 
authors’ reasons for so modest a view of the security-rating of 
their enterprise) a British Government guarantee for dollar loans. 
The necessity is urged of publicly promoted, publicly financed 
schemes of irrigation and other development works. And stress 
is laid on the need for an active, if need be forceful, Government 
policy in such matters as tariffs, taxation and monetary affairs. 

The detailed suggestions made by the authors are too numerous 
to be listed. Some of them, such as larger irrigation projects and 
the promotion of more intensive Arab agriculture, might most 
suitably be subjected to the combined examination of engineering, 
agricultural, economic and other experts under the auspices of 
F.A.O., since their reactions might be far more complex than the 
technical planners might foresee. An “active commercial 
policy ’” on the part of the Government (by no means so new a 
factor in the situation as the authors would suggest) to support 
Palestinian exports and “ prevent foreign dumping ” in Palestine 
might well run up against international commitments in the field 
of external trade; though this is not to dispute the disadvantage 
Palestine has suffered in the past from undue restrictions on 
trade policy imposed by an article in the Mandate. 

Fulfilment of the two major conditions mentioned above, 
moreover, can hardly hope to avoid serious obstacles. For 
instance, even aside from the possible continuance, explicitly or in 
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practice, of the present boycott of Jewish goods by member- 
countries of the Arab League, there is the question of relative 
costs of Jewish manufactures, which the authors discuss at length, 
taking what seems to be an unduly complacent view of the un- 
favourable standard of productivity of the Jewish industrial 
worker, by comparison with those in Great Britain and the 
United States. It is significant that the Treasurer of the Jewish 
Agency was recently reported to have announced the intenti. of 
that body to increase its subsidies to various industries in Palesiine 
in recognition of the high level of costs and inability to undercut 
imported products. Then again, the much-to-be-desired weaken- 
ing of the division between the two sectors, to be sought along 
with a substantial lifting of the Arab standard of living, is not a 
matter in which progress is impeded solely by political factors ; 
for the disparity springs largely from age-old social patterns and 
conventional behaviour which are not quickly superseded, even 
at the speed of what has come to be called the “‘ Arab awakening.” 

Financial problems have a considerable part in the authors’ 
planning for the development judged to be practicable on the-basic 
economic considerations relating to “ viability.” Thus the 
present over-valuation of the Palestine pound, reflecting the 
inflated structure of costs and prices in Palestine, is recognised as a 
serious though not insuperable bar to expansion of export trade. 
Among the financial suggestions, there is much to be said for the 
establishment of a central bank, to take the place of the rigid, 
mechanical operation of the present Currency Board; but a 
central bank can hardly become within a few years, as the authors 
envisage, the instrument of an active monetary policy, contributing 
to @ massive programme of economic development, until two 
conditions are fulfilled—the existence of a wide and growing 
market for Government and other securities, which is certainly 
far from being present to-day, and the progressive extension of 
the banking habit, which so far has scarcely touched a large part 
of the population. Both here and in their tax proposals one 
cannot help thinking that the authors have not altogether 
escaped the over-optimism of which they accuse ardent Zionists 
at some points and concerning which the Anglo-American Com- 
mittee uttered a warning: “It is conceivable,” wrote the 
Committee, “that the passionate expansion of an economic 
structure, upon a dubious basis of natural resources, might lead 
to over-development on such a scale as to render it top-heavy to 
the point of collapse.” 

Thus we are brought back to the emotional element, which, 
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together with the acutely sensitive political factors, makes so much 
discussion of economic issues in Palestine seem fruitless. To 
come to such a despairing conclusion, however, is to capitulate 
to current forces and to underrate the long-term value of honest, 
skilled endeavour to evaluate severely economic possibilities. 
There may come a day when the position is no longer bedevilled 
by internal friction and international politics; and in that day 
the results of this industrious inquiry may well have much to 
contribute, by way of suggestion and practical assistance, to those 
responsible for evolving a long-range economic policy for Palestine. 
W. F. Crick 
London. 











NOTES AND MEMORANDA 


Gustav CASSEL 


1866-1945 


CASSEL was one of those economists who took up economics 
after having served a long apprenticeship in other sciences. His 
academic studies, which in 1894 led up to the degree of doctor of 
philosophy, though they earned him a prize from the Swedish 
Academy of Sciences, were not sufficient to secure him an academic 
career. During the next years he held a teaching appointment at 
a secondary school in Stockholm. 

It was at about that time, in his thirties, that he was drawn 
into economic studies. At first his interest was captivated by the 
purely mathematical aspects of, for instance, railway tariffs and 
scales of progressive taxation. But soon his work acquired a 
wider scope and he set himself to studying economic theory in 
earnest. He felt, however, that he was rather too much of an 
autodidact and in 1898 he applied for and got a grant for studies 
abroad. Hespent about two years in Germany, but it would seem 
that they were of greater importance in a negative than in a 
positive sense. The historical school which was then paramount 
at the German universities proved comparatively barren to a 
student chiefly interested in economic theory. According to his 
autobiography his experiences in Tiibingen, the first station on his 
peregrination, were far from encouraging. ‘‘ I was immediately 
brought into keen opposition to the teachings of the professors.” 
The theory of value, in particular, was expounded in a way which 
contributed to developing that negative attitude to the subject 
which was to become characteristic of Cassel’s subsequent work. 

Still, those years were not quite devoid of positive influences. 
The work of Adolf Wagner, especially, made a very great 
impression on Cassel. And Schiffle, who was still active as 
editor of Zeitschrift fiir die gesamte Staatswissenschaft, was helpful 
in several respects. He also published two or three papers by 
Cassel which contained the first outlines of some of those ideas 
which were to be presented more fully in the author’s later 
writings, especially in his Theory of Social Economy. 

In 1901 and 1902 Cassel visited England and entered into 
personal contact with some leading British economists, in the 
first place Alfred Marshall. Cassel had very great regard for 
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Marshall and he was aware that ‘‘ the economic system which he 
intended to construct must in the first place be confronted with 
the work of Marshall.” But, as many others, Cassel found that 
it was not easy to get into close discussion with Marshall. ‘ Ata 
lunch party, for instance, he might carry on a very suggestive and 
interesting discourse of a more general nature, but if anybody 
afterwards wanted to go farther into the subject, it proved 
impossible, Marshall needed complete rest for his digestion and 
the guests had but gratefully to say good-bye.” 

Among other economists with whom Cassel got acquainted at 
that time was Edgeworth, who in 1901 published a contribution 
of his to the Economic JourNAL on the theory of progressive 
taxation. Cassel’s interest in social problems brought him also in 
contact with Sidney and Beatrice Webb, and their influence was 
apparent in some of his writings, notably the little book on Social 
Policy which he published in Swedish in 1902. 

During most of his stay in England Cassel was occupied in 
preparing a book on the Nature and Necessity of Interest which 
appeared in 1903. At that time his views on economic theory had 
on several points attained their definitive shape. What still 
remained to be done was to bring his ideas to more comprehensive 
and systematic elaboration. 

It was characteristic of Cassel that his theoretical work was 
largely prompted by his interest in the practical problems of the 
day. As early as 1897 he became a regular contributor to one of 
the leading dailies of Sweden, Svenska Dagbladet, and he remained 
so right to the end of his life. He was also much employed by 
the Government both in committee work and as representative at 
international conferences. In his later days those who knew him 
best said that he did not spend much time in reading works of 
theory, but he always remained singularly well informed about 
business developments and financial policy both in Sweden and 
abroad. After 1914 monetary problems claimed a large and 
sometimes a predominating share of his time. This was not so 
during the earlier period of his career. Monetary problems were 
not in the limelight in those days of an apparently stable inter- 
national gold standard. But some of the basic ideas of his later 
works on monetary theory were, none the less, foreshadowed in his 
writings during the early years of the century. 

In the three years before the outbreak of the war in 1914 
Cassel, who in 1907 had been appointed to a chair of political 
economy at the University of Stockholm, was engaged on a great 


systematic work which was to be his magnum opus, The — of 
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Social Economy, published in 1918 in German and afterwards in 
English, Swedish and several other languages. The manuscript 
was concluded in July 1914, but publication was held up till 
towards the end of the war. There was some rearrangement and 
expansion in later editions, but the main structure remained 
intact. 

Cassel himself was well aware that his book suffered from 
serious deficiencies. In his own words it was in some respects 
rather a building-frame which ought to be filled in by further work 
than a fully and harmoniously developed theoretical whole. 
“ But the chaotic conditions under which economic science was 
suffering did not admit of any further delay in publication. The 
need for a more secure foundation and a more rational scheme of 
elaboration was imperious.” 

In this treatise as well as in his other theoretical works his 
foremost aim was to achieve quantitative definiteness and to 
present his thoughts in a clear and perspicuous way. “ By 
nature I have great difficulty in grasping involved phenomena. 
I succeed in that kind of work only if I am able to 
simplify problems to the utmost and resolve them into their main 
constituent parts, interposing a study of more elementary 
relations before trying to arrive at a complete understanding of 
the entire complex.” In any case his skill in simplification 
contributed greatly to rendering his books and papers accessible 
to the general public. It lent his writings a distinguishing 
touch of clearness and lucidity which has been an important 
factor in their international success. 

When Cassel professed himself a convinced adherent of a 
quantitative method in economic theory, this did not imply any 
partiality for an involved mathematical exposition. In a paper 
of 1899, Grundriss einer elementaren Preislehre, where some of 
those ideas which became of fundamental importance in his 
later systematic work were already present, if still more or less in 
embryo, he takes the view that the elucidation of the chief 
doctrines of economic theory does not require the use of mathe- 
matical tools except such of a very elementary kind. In 
particular, he saw no need for resorting to the calculus when 
discussing the general theory of prices, an attitude which, of 
course, was closely connected with his attempt to banish the 
concept of marginal utility from economic theory and with his 
general lack of interest in marginal analysis. 

Cassel’s preference for simplification is very obvious in the 
treatise of 1918. Monetary theory and the general price theory 
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are kept apart and there is no systematic attempt to arrive at a 





’ more integrated theory. On this crucial point Cassel follows 
Tl rather the traditional path and like Marshall he makes the assump- 
i tion that all values are expressed in terms of money of fixed 
i purchasing power. The admissibility of a proviso of this very 
vague kind does, perhaps, not look quite as clear to-day as at 
. the time when Cassel was writing. In any case his theory of 
. capital was not easily amenable to a simplification of this kind. 
k Such problems as overhead costs and monopoly were by no 
. means wholly ignored, but they were brushed aside in a way which 
" renders the price theory of Cassel much more unrealistic than 
» for instance that of Marshall. Cassel was quite aware that this 
f was no more than a first step in building up a comprehensive 
theory, but in his opinion there was great need for a restatement 
™ of fundamental principles before venturing upon any more 
> ambitious task. 
y Cassel himself thought it a distinguishing merit of his treatise 
. that it brought a clearer conception of the principle of inter- 
" dependence than most other works, a monistic approach where 
» there was, for instance, no room for a special theory of rent on the 
y lines of Ricardo. He took exception to Marshall’s views on real 
f costs as involving an element of sacrifice, a disutility which was 
» reflected in money costs. Cassel who proposed to purge economic 
le theory of those psychological elements which, in his view, did not 
g belong to the proper realm of economics was quite consistent when 
t he confined himself to studying the interaction of supply and 
demand without investigating those psychological factors which 
a operate behind them. In his opinion the general theory of prices 
y had little to gain and much to lose by extending the scope of the 
r theory so as to include real costs which owing to the lack of a 
f common denominator could not be expressed in quantitative terms. 
3 The treatise contains very few references to previous writers. 
n In general Cassel was very niggardly with acknowledgments of 
sf this kind. It was particularly so as regards that author whose 
i. work bore the most striking resemblance to Cassel’s own, Léon 
n Walras. The “ principle of scarcity ”’ which plays such a central 
n part in Cassel’s work had been fundamental to Walras as well and 
f the monistic tendency was common to both. Their mathematical 
e presentation of the theory had a certain family resemblance, but 
3 it played a very subordinate part in the treatise of Cassel while it 
dominated the great work of Walras and gave it a forbidding 
e aspect. 


The failure of Cassel to make acknowledgments to Walras has 
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been very unfavourably commented upon by Wicksell and several 
other writers. It was, in general, a rule with Cassel never to 
answer strictures of this kind, but in his autobiography he says a 
few words about his relations to Walras. It is true, he says, that 
he had become acquainted with the writings of Walras during his 
early studies of economics. But then he had laid them aside and 
had never afterwards found time to revert to them. In his paper 
Grundriss einer elementaren Preislehre, on the other hand, he 
mentions Walras as in some part a predecessor of himself. 

Nevertheless it seems clear enough that Cassel owed more to 
Walras than he was inclined to admit in later years. There are 
different types of authors. Marshall and Wicksell, for instance, 
rather went out of their way to establish a connection between 
their own ideas and earlier modes of thought. Cassel, on the 
other hand, was often conspicuous for his lack of sympathy with 
those authors who, more or less, had anticipated his own 
views. 

But controversies about literary priorities easily become 
somewhat barren. In a sense there is very little that is new in 
economics. Keynes in the preface to his General Theory predicted 
that those who were strongly wedded to “ the classical theory ” 
would fluctuate between a belief that he was quite wrong and a 
belief that he was saying nothing new. Cassel in his autobio- 
graphy looks upon his own work in about the same way. The 
critics of his Theory of Social Economy vacillated, he says, between 
the conviction that the theoretical reorientation advocated by 
him was impossible and the belief that it did not bring anything 
new. Ultimately, Cassel may be right when he concludes that 
it is foolish to quarrel about literary priorities. ‘‘ New in a 
practical sense is every idea which strikingly diverges from those 
conceptions which are generally prevalent at the time.”’ In this 
sense, at any rate, it may be right to say that Cassel in his 
theoretical work struck new paths. His insistence upon quantita- 
tive definiteness and his uncompromising determination to clear 
economic theory of any cumbrous overgrowth of theories of value 
and real costs commanded very wide attention even among those 
who did not feel prepared to abandon their old ways of thinking. 

At the present time Cassel’s prestige as an economist rests in 
the main on his Theory of Social Economy. But this was not so in 
the early 1920’s when he first achieved a really international 
repute. The rapid growth of his influence at that time was 
essentially due to his ideas on monetary policy. The violent 
fluctuations in the purchasing power of money and the chaotic 
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conditions on the foreign exchange market were very alarming 
features of the early post-war period. At this opportune moment 
Cassel came forth with a clear and comparatively simple 
explanation of the disturbances and with definite advice as to 
the way to cure the ill. 

During the war Cassel had discussed monetary problems in a 
great number of articles published in the Svenska Dagbladet, and 
he had also contributed cccasional “‘ notes ’” on the same subject 
to THE Economic Journat. In 1917 he published in Swedish a 
book on The High Prices and the Abundant Supply of Bank Notes 
which purported to give a full presentation of his views. 

The title of the book as well as a number of unguarded state- 
ments in the text gave many readers the impression that the 
author advocated a rather crude brand of the quantity theory of 
money. It looked as if he not only held the opinion that prices 
and note issues moved together rather closely but even went so 
far as to suggest that the increase of bank notes was the funda- 
mental cause of the rise in prices. This, however, was a 
misunderstanding. To a careful reader of the book and of 
Cassel’s various other writings on monetary problems, particularly 
his Memoranda to the Brussels conferences, it is clear enough that, 
in his opinion, the prime cause of the rise in prices was the general 
expansion of bank credit, where the bank notes proper accounted 
for only a very moderate share. But he believed that that 
share tended to form a rather stable percentage of the whole. If 
there were no increase of notes an expansion of other means of 
payment would be practically impossible. “Thus, ultimately, 
the process of inflation generally resolves itself in an arbitrary 
creation of more legal tender money.” 

Cassel’s predilection for an uncomplicated theory was very 
conspicuous in this as in other parts of his scientific work. And 
he did not hesitate to carry his theory to a point where it seemed 
to run counter to the actual experiences of the war years, not 
least those of his own country. He rejected, for instance, the 
popular idea that a rise in wages reacts on prices. There can 
be no such influence, says Cassel, unless the supply of money be 
increased. The same reasoning is applied to the case when prices 
are supposed to rise through the influence of an increase in prices 
abroad. According to Cassel the level of prices would remain 
stable in this case, too, provided the amount of money remained 
the same as before and there was no change in the supply of 
commodities. ‘‘ The exchanges adjust themselves to the general 
price level of each country.”’ As time went on Cassel softened 
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down the excessive one-sidedness of his theory, but his funda- 
mental ideas remained very much the same as before. 

His celebrated theory of the purchasing power parity of 
exchange rates was also, at least originally, stated in a more 
absolute and unconditional form than was justified by theoretical 
considerations and practical experiences. He was aware, how- 
ever, that there existed “ abnormal ”’ deviations of the exchanges 
which called for explanation, and he devoted, indeed, considerable 
attention to those complications. Still, he always retained an 
inclination to regard the relation between changes in wholesale 
prices in different countries as a fairly reliable indication of the 
position of the equilibrium rate of foreign exchanges. Against the 
criticism of Keynes and others he contended that parities 
calculated in this way were acceptable as a first approximation. 

The theory of purchasing power parities meant, nevertheless, 
a considerable advance upon the theories which were generally 
prevalent at the time. It is, no doubt, true that Cassel was not 
the first to discover the connection between prices—or rather 
costs—and rates of exchange. Cassel himself discussed the 
connection between his own ideas and those of Ricardo, a relation 
which, however, gave room for different interpretations. But 
there were later versions of the theory. In his memorial essay on 
Marshall, Keynes observed that “ Cassel’s restatement of it in a 
form applicable to modern conditions was anticipated by Marshall 
in the memorandum appended to his Evidence before the Gold and 
Silver Commission of 1888. It also had an important place in the 
conclusions which he laid before the Indian Currency Committee 
in 1899.”’ Yet the theory had sunk into practical oblivion at the 
time when it was restated by Cassel, and he did not at first realise 
that previous writers had at some time or other propounded ideas 
that were more or less akin to his own. 

Cassel’s ideas on monetary problems got a wide publicity and 
he became a very prominent figure in the economic discussions of 
the 1920’s. In their practical aspects his ideas fell in with a 
strong political tendency of the time which put as its aim to 
rebuild the European society on largely the same foundations as 
before the war and to reintroduce the gold standard. But it was 
only the one half of his recommendations that was adopted. The 
other half which referred to such problems as reparations and 
inter-allied debts and comprehended measures for securing a 
reasonably stable equilibrium in international balances of pay- 
ments remained largely unfulfilled. 

Still, Cassel had a share and a not inconsiderable one in that 
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relative stabilisation of the European economy which was 
attained about the middle of the 1920’s. But it has also been 
said that his teachings were partly responsible for some premature 
measures, particularly the return of England to the gold standard 
in 1925. Under the cover of a deceptive conformity of wholesale 
prices in England and the United States there persisted—it was 
said—a fatal non-adjustment in the English level of costs which 
was bound to react adversely on the economic recovery of England 
when exchange rates were fixed through a return to the pre-war 
gold parity. 

Cassel, however, thought that the importance of any malad- 
justment of that kind had been greatly over-estimated. In his 
opinion the arguments in favour of a reversion to gold in 1925 
held considerably more weight than the objections. The subse- 
quent economic difficulties of England Cassel blamed mainly 
on those international conditions which gradually brought on 
the great depression. In this connection Cassel emphasised 
the adverse influence of reparations and other international 
indebtedness which prevented the attainment of equilibrium in 
the balances of payment and precipitated measures of deflation 
in a number of countries. But, ultimately, he was apt to fall 
back on another factor which he thought to be at the root of the 
trouble, the scarcity of gold. He was convinced that he had 
succeeded in tracing a close connection between prices and the 
supply of gold. As regards the period before 1914 the statistics 
available had led him to assume an average annual growth of 
about 3% in production and trade. The supply of gold had to 
increase in about the same proportion if the long-term level of 
prices was to remain stable. 

Cassel did not overlook the fact that changes in the supply of 
gold were not the only factor to be taken into account, but he 
believed that they were of such paramount importance that the 
other forces in operation might be more or less neglected. Now 
the supply of gold in the 1920’s had failed to keep pace with the 
general increase in production and trade, and Cassel was inclined 
to think that this was a chief factor in the fall of prices that 
developed at the end of the 1920’s and in the first part of the 
1930’s. He seems to have been captivated by that idea in a way 
which lessened his ability to make a comprehensive analysis of the 
economic cataclysm of those years. 

At that time Cassel’s international influence had begun to 
recede and his somewhat one-sided conception of the causes of the 
depression may have contributed to dispossess him of the place he 
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had held during the preceding decade. But the change was not 
due only to failings of his own. The doctrines of liberalism lost 
their appeal to increasing numbers of those who had a saying in 
world affairs during the 1930’s. The years of acute depression 
developed an atmosphere of sawve qui peut where people were 
willing to adopt the most unorthodox measures provided they 
held out some hope of relief from the distress caused by industrial 
stagnation and mass-unemployment. 

To the Geneva Conference of 1927 Cassel had written a 
Memorandum on Recent Monopolistic Tendencies which he 
provided with the challenging sub-title of An Analysis of the 
Nature and Causes of the Poverty of Nations. The deliberate 
reminiscence of Adam Smith was intended to open an historical 
perspective and to sound a programme. It was a kind of liberal 
manifesto, an incisive criticism of those modern policies which 
have tended to prevent and obstruct that division of labour and 
that freedom in marketing its products which Adam Smith had 
found to be a chief engine in promoting the wealth of nations. 

In the following years the protectionist and restrictive move- 
ment gained momentum. And, after 1929, the impact of the 
depression served to reinforce till further that tendency. This 
being so there was great need for a restatement of the liberal ideas. 
It would have been a distinct advantage if the economic debate 
had been less one-sided than it did in fact become. It was 
Cassel’s misfortune that he was unable to find a new form for his 
economic ideas more adapted to the special problems of the 
1930's. 

The years began to tell upon his strength. In 1936 when 
Keynes published his General Theory Cassel was seventy years old. 
He was not able to do much more than reiterate his old theoretical 
opinions with scarcely any significant change. This did not 
mean, however, that his economic work had come to anend. He 
remained, for instance, an assiduous contributor to the Svenska 
Dagbladet, thus continuing an activity which during forty to fifty 
years was a very considerable factor in moulding economic 
opinions in Sweden. On some occasions his interference 
prompted measures of very great moment. Thus he had a great 
share in the decision of 1937 to mobilise a part of the foreign 
assets of the Riksbank in order to build up considerable stocks of 
raw materials. Those stocks proved almost invaluable to the 
Swedish economy during the war years. 

Many people thought Cassel a pro-German in 1914-18 and the 
1920’s. In 1916 he had published a book on the German economy 
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in which he tried to prove that Germany’s economic resources 
were far greater than her adversaries imagined. ‘‘In three 
months, in half a year, in a year the economic strength of Germany 
will, in my opinion, be essentially unchanged, at least as regards 
everything that is indispensable for carrying on the war.” If the 
war was to continue for several years Germany couldn’t fail to be 
weakened. But in Cassel’s opinion there was scarcely any 
objective :2ason to think that the process of debilitation would 
proceed faster in Germany than within the opposing group of 
countries. He seems to have hoped that his—unfortunately 
rather superficial—analysis would serve the cause of a peace of 
compromise, without winners and losers. But in some circles 
the book produced an erroneous impression that Cassel was 
prepared to espouse the German case. 

During the discussions on the reparation problem Cassel took 
an attitude which brought him into opposition to French views. 
Keynes has been charged by some writers with a failure to grasp 
the essential points of the French case as it was presented at 
Versailles. A similar charge could with no less show of justifica- 
tion be levelled against Cassel on account of his attitude to the 
reparation problem. When he refers to France a slight irritation 
may sometimes be detected in his tone. He was annoyed with a 
country which persisted in carrying on a policy the disastrous 
consequences of which he claimed to have demonstrated in an 
unanswerable manner. 

But Cassel was no indiscriminate sponsor of German views. 
His attitude towards Nazi-Germany was frankly hostile and his 
sentiments seem to have been reciprocated. During the last 
years of his life when the war raged all around Sweden he put up 
an unhesitating fight against dictatorships of every kind and 
against that spiritual bondage which was among their distin- 
guishing traits. 

England with her liberal traditions had always been close to 
his heart and his sympathies remained active to the last. They do 
not seem to have been impaired by the fact that England in the 
thirties adopted an economic policy that in several respects ran 
counter to his own ideas. But he warned against the consequences 
of that policy and expressed the opinion that England would 
decline to the standing of a second-rate Power if she turned 
protectionist. 

In his last years he partly turned his interest to problems of 
education and philosophy. The last of his books published in 
his lifetime bore the title of Man the Indivisible. It did not 
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pretend to be an original contribution to the science of philosophy, 
but it throws an interesting light on Cassel’s views on the nature 
of man. It is an attempt to vindicate the existence of spiritual 
“ forces ’’ as distinct from physical ones. He believes in a free 
will, but the meaning which he attached to that freedom remained 
a little obscure as he did not enter upon any thorough analysis of 
the idea of causation. 

The book did not, however, signify a conversion from his 
agnostic creed and it rejected the notion of immortality. There 
has been occasion to point out above that Cassel did not belong to 
those who easily change views on questions of economic theory. 
This held true in regard to his philosophical beliefs as well. His 
philosophic outlook had, perhaps, at the end of his life, become 
somewhat wider than before, but there was no recantation of his 
earlier opinions. This relative immobility which has been a 
characteristic of many “systematic minds’, intent upon 
developing their scientific ideas into a comprehensive and 
systematic whole, had its obvious drawbacks. But if it was 
responsible for some of Cassel’s shortcomings it was also his gift 
for ‘‘ system-building ’”’ which made him an outstanding figure in 
the history of economic thought during the inter-war period. 

ARTHUR MONTGOMERY 
Stockholm University. 





CuRRENT ToPIcs 


At a Meeting of the Council of the Royal Economic Society 
held on October 2, 1947, it was agreed to raise the special rates of 
subscription of certain categories of members of the Society to 
accord with the increases in the ordinary Annual Subscription and 
in the Life Composition approved at the Annual Meeting of the 
Society. The following changes were agreed: that the rate of 
subscription of Libraries, Institutions and Companies should be 
raised from 21s. per annum to 30s. per annum, and their com- 
pounded payment for fifteen years from 10 guineas to £20; that 
the special rates of subscription for members of the Canadian 
Political Science Association and of the Economic Society of 
Australia and New Zealand be increased from 15s. to 21s. per 
annum. It was also agreed to raise the price at which single 
copies of the Economic JourRNAL are available for sale to the 
public from 7s. 6d. to 10s.; this will take effect from the beginning 
of the next volume. 
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AN arrangement has been concluded between the Royal 
Economic Society and the Economic History Society whereby 
the Economic History Review will be available to Fellows of the 
Royal Economic Society on special terms. The ordinary sub- 
scription to the Economic History Society will in future be 15s., 
and as soon as the necessary paper is available three numbers will 
be published annually instead of two numbers as at present. The 
special subscription for Fellows of the Royal Economic Society, 
which will entitle them to full rights of membership in the 
Economic History Society, will be 10s. 6d. a year. A form of 
application is included in this issue. 





Mr. C. F. Carter has been appointed to a University Lecturer- 
ship in Statistics at Cambridge and Mr. W. B. Reddaway to a 
University Lecturership in Economics. Mr. Carter has also been 
elected to a Fellowship at Emmanuel College. 





Tue following have compounded for life membership of the 
Royal Economic Society :— 


Alexander, J. S. Nairn, M. D. Smit, Prof. C. J. 
Brand, C. H. Pate, J. L. Sturrock, F. G. 
Crowther, A. H. Raj, K. N. Wigglesworth, F. G. 
Grenfeld, A. J. 


The following have been admitted to membership of the 
Society :— 


Alder, Dr. M. Bhownik, B. K. Cogar, G. W. 
Allan, A. Blachford, E. Coleman-Cohen, R. H. 
Anderson, D. L. Blyden, E. W. Cosmas, A. P. 
Annan, B. N. Bonnaud, K. C. Cowan, V. A. 
Archibald, G. C. Buchanan, T. A. Cox, W. L. 
Artis, 8. J. Burniston, A. B. Cuthbert, N. 
Aspinall, A. E. Chakravarty, T.N. Day, C.C. 
Avery, R. W. Chatterjee, S. C. Deane, R. P. 
Bader, L. Chaudhuri, B. K. Dimes, G. H. O. 
Bailey, E. Cheesbrough, E. Dixon, T. H. 
Barnes, L. Chokshi, P. L. Dollar, B. 
Barnes, Mrs. L. P. Choo, Miss K.G. Eber, M. 
Barnes, W. Choudhury, N. C. Edwards, E. 
Batty, T. Clark, J. W. Emery, J. A. 
Beard, F. G. Clark, R. M. Fertig, L. 
Bennathan, E. Clarke, 8S. Field, P. M. 


Bevan, W. H. Clayton, D. C. Finch, C. D. 
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Flyn, O. R. Lawson, R. W. 
Frank, Dr. T. B. Lawton, C. L. 
Ganguly, A. K. Lee, Miss M. 
Gillespie, Miss 8.C. Lewis, A. W. 
Gleeson- White, Liang, K. L. 
Miss N. Lin, Miss L. Y. 
Goff, T. H. Loader, L. T. 
Goodey, E. A. Lubin, Dr. R. 
Goodwin, H. S. McEwan, H. 
Gribble, C. Macks, E. M. 
Grimshaw, P. G. Madgwick, Dr. R. B. 
Groom, T. M. Madurapperuma, 
Hall, A. R. D. W. J. 
Hamovitch, W. Majumdar, N. 
Hardy, C. G. Matarazzo, F. 
Harries, H. W. Mather, J. W. 
Harris, G. T. Mohamed, K. 
Harris, P. Moore, D. G. 
Hart, 8. R. G. Mukherji, T. K. 
Hearnshaw, E. Murdoch-Smith, 


Hellema, Prof. C. M. 


H. J. 
Hickinbotham, J. E. Murphy, E. W. 
Hobson, W.C.H. Nappy, D. 
Holland, D. M. Osler, E. R. 
Houghton, T. A. Palekar, S. A. 
Hughes, G. H. Parris, F. L. 
Hunt, K. R. Persons, R. A. 
Innerarity, E. C. Perumal, J. A. 
Jackson, G. E. Pevsner, Z. W. 
Jackson, H. Pickwell, O. A. 
Jenkins, A. A. Pilkington, A. 
Jenkins, Miss D. M. Poynter, R. T. 
Johnson, C. R. Pracher, R. 
Joshi, V. B. Prayag, K. L. 
Keat, T. C. Prodrick, R. G. 
Kheng, Miss L. S. Purnell, C. 
Konn, D. Quadri, N. H. 
Kopanitsas, D.E. Raghavan, V. C. 
Kothare, V. V. Rastogi, T. N. 
Kruskopf, M. Ratner, S. 
Kulkarni, G. B. Reid, I. G. 
Kumar, C. B. Roberts, J. L. 


Latham, B. L. Rodger, W. G. 


Rosen, G. 

Ross, A. A. 
Runcie, N. 

Said, G. 

Sander, H. A. 
Santis, E. De. 
Sarkar, A. R. 
Sarkar, D. C. 
Schou, K. 

Sen, P. B. 
Sewell, J. 
Shakher, R. C. 
Sharma, B. 
Sharp, C. H. 
Sheldrick, A. J. 
Sirken, I. A. 
Sogge, Dr. T. M. 
Solomon, M. J. 
Spence, W. R. 
Stanley, Miss P. M. 
Straw, K. H. 
Streber, A. 
Subramaniam, T. 
Sutcliffe, J. W. R. 
Taylor, A. W. G. 
Thomas, E. H. 
Thrift, H. J. 
Toyne, L. V. 
Turcan, J. R. 
Twiggs, F. I. 
Vunivalu, R. 
Waligorski, Dr. A. 
Walker, K. 
Waring, N. M. 
Wharton, L. E. 
Whitehead, S. T. 
Wicking, C. E. 
Williams, C. H. 
Williams, R. H. 
Williamson, T. 
Wilson, D. R. 
Woodcock, H. E. 
Woodward, R. E. 
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The following have been admitted to Library membership 
of the Society :— 


Colby College. 

Crumlin Mining and Technical College. 

Drake University. 

Facultad de Ciencias Economicas, Buenos Aires. 
Illinois Institute of Technology. 

Nacional Financiera, Mexico. 

Northwestern University, Chicago. 

Queen’s College, North Carolina. 

The Standard Bank of South Africa, Cape Town. 
University College, Cardiff. 

University of the South Sewanee, Tennessee. 
Utah State Agricultural College. 

Winnipeg Free Press Company, Winnipeg. 

Yale University. 





Tue death of Lord Passfield severs one of the very few re- 
maining links with the earliest days of the Royal Economic 
Society. The name of Sidney Webb appears on one of the first 
pages of the first issue of THz Economic Journat in the list of 
those who had promised to publish contributions in the JOURNAL. 
At his death he was still a Vice-President. We hope to publish 
an obituary notice in a following issue. 





Errata :—In the article entitled Dollar Scarcity, by Professor 
Seymour E. Harris, which appeared in our issue for June 1947, 
there were two misprints. On page 177, in line 4 of the last 
paragraph of Section XI, for “ over-valuation ” read “ under- 
valuation” ; in line 9 of the same paragraph, for “ under-valued ”’ 
read “‘ over-valued.” 











RECENT PERIODICALS AND NEW BOOKS. 


Economica. 


Avaust 1947. Cheap Money Policy: F. W. Patsn. Economic Progress 
ina Stable Environment: A.C. Piaou. The Origin of the Monopoly of 
Broadcasting in Great Britain: R. H. Coase, A Note on Profit and 
Uncertainty: F. H. Hawn, 


Population Studies. 

SEPTEMBER 1947. The Analysis of Birth Statistics in the Light of the 
Recent International Recovery of the Birth-Rate: J. Hasnat. Family 
Size, Intelligence Score and Social Class: J. BLacKBURN. Family 
Size, Intelligence and Social Class: C. Burt. Analysis of the Births in 
England and Wales, 1939, by Father’s Occupation, Part I: W. A. B. 
Horxins and J. Hagnau. Canada’s National Vital Statistics Index : 
J. T. MarsHatyt. Population Statistics and Population Registration 
in Norway. Part I. The Vital Statistics of Norway: an Historical 


Review. 
International Affairs. 

Juty 1947. The Asian Conference: N. MansercH. The World Food 
Situation: J. FE. Wat. International Legal Theories Evolved at Nurem- 
berg : Justice Brrxetr. Belgian Views on the German Treaty : BARON 
DE GRUBEN. Native Administration in Africa: Lorp Hattey. The 
Netherlands in a Changing World: J. J. Scuoxxrne. The Sino- 
Soviet Treaty of Friendship and Alliance: G. W. Atkinson. Some 
Social and Cultural Problems of the Middle East: A. S. EBan. 


The Banker. 

SEPTEMBER 1947. Britain’s Crisis and the Dollar Drain. Fund and 
Bank : first full year: H. M. Bratrer. Northern Ireland : a financial 
and economic survey. 

OctroBER 1947. The Parting of the Ways. Multilateralism Eventually : 
E. V. Morean. The Case for Bilateralism: P. Etnzic. Inquest on the 
Dollars. An Approach to Bank Costing: H.C. F. Hoteate. Bretton 
Woods and the Crisis: C. G. TETHER. Banking in a “ Dependent” 
Economy : W. ROSENBERG. 


The Bankers’ Magazine. 


SEPTEMBER 1947. The Convertibility Fiasco. Recent Legal Decisions : 
C. B. DROVER. 
OctroBer 1947. Transferable Sterling in Practice. 


Barclays Bank Review. 


Aveust 1947. The Future of the Sterling Area. A Capital Budget— 
Needs and Means. Banking in Battledress. 


District Bank Review. 
SEPTEMBER 1947. Problems of Industrial Reconversion (II). Facets of 
Banking. Money. 
Planning. 
Vou. XIV, No. 271. Economics of the Orchestra. 
Vou. XIV, No. 272. Framework of Collective Bargaining. 


International Labour Review. 

JUNE 1947. Post-war Manpower Problems in Europe. The Social and 
Economic Réle of Engineers and Technicians: J. H. E. Friep. Eco- 
nomic Survey of the United Kingdom for 1947. Employment of Women 
in France. Second Session of the I.L.0. Inland Transport Committee. 
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Fabian Quarterly. 

No. 55. Autumn 1947. Private Enterprise and Public Policy: F. A. 
Coss. The Reform of Local Government: P.Seur. Bulk Purchase: J 
Butz. Margate, Manpower and International Trade: H. Davies. 
Can the United Nations Succeed ? : A. FoRSTER. 


The Economic Record. 


JuNE 1947. The Record and Its Editors (1925-1946): L. F. Grpuin. 
Some Problems of Australian Transport Development: T. Hytren. 
The Australian Economic Association, 1887-1898: 8S. J. Burum. 
The Regulation and Expansion of World Trade and Employment: N. G. 
CrowLEy and C. P. Happon-Cave. Bretton Woods: R. H. Scorr. 
The Relation between Farm Incomes and Farm Costs expressed in 
Equations: Snema Rowitey. Some Population Maladjustments in 
New Zealand: E. P. NEAtE. Aspects of the Gold Rushes: J. MackIE. 
Power or Palsy in the Federation ?: G. L. Woop. 


The Indian Journal of Economics. 

Juty 1946. Cost and Efficiency in Indian Business, IIT: K. Latwant. 
The Level of Stabilization: C. W. B. ZacHartas. Reserve Bank and the 
Management of Public Debt, II: M.Srranamayya. Can Bengal Support 
such a Large Agricultural Population ?: 8. RAHMAN. 

OcroBEeR 1946. (Conference Number.) Articles on Industrial Location : 
R. BALAKRISHNA, B. GovinDA Row, V. M. ParangPsz, R. V. Rao, M. H. 
Vaswanl, K. ANANTARAM and V. V. RAMANADHAM. Articles on Land 
Tenures and Systems : A. I. QURESHI, V. JAGANNADHAM, P. N. MaTuHour, 
B. Misra, 8S. R. C. Dasu, S. V. S. SHarma, M. SrrHaramayya, D. P. 
Srivastava and 8. C. Baxesui. Article on Land Revenue: C. W. B. 
ZACHARIAS. Articles on Indian Taxes: P. C. MatHorra, D. R. Samant 
and P. SRIRAM. 

JANUARY 1947. (V. G. Kale Memorial Number.) Social Accounting in 
India; Vera Anstey. Free Trade among Nations: American Pro- 
posals: D. G. Karve. Social Legislation and Plans of Spree : 
D. R. Gapem. Rural Co-operation—the old approach and the new : 
8S. V. Kocexar. Population Planning in India: N.V.Sovant. Policy 
of Full Employment: M. H. Vaswant. V. G. Kale—his industrial 
outlook : B. Govinpa Row. rh 16 | of Economics—change in outlook : 
C.N. Vax. The Late Professor V.G. Kale: P.J.THomas. The Late 
Professor V. G. Kale of Poona: D. G. Karve. 

Aprit 1947. British Economic Thought and the Treatment of India as a 
Colony: S.J. Pate. Nationalisation: R.C. ChowpHuRy. Popula- 
tion of India and its Future Trend: A.N. AGARWAL. Scientific Manage- 
ment and Rationalisation: M. H. Vaswani. War and Distribution of 
Incomes: D. L. Gupta. Stabilisation of Agricultural Prices: A. 8. 
BANAVALIKAR. 

Tata Quarterly. 

Aprit 1947. The State of Indian Economy. 

Juty 1947. Inflation—second round. 


The Quarterly Journal of Economics. 


Avueust 1947. Prices and Wages under Bilateral Monopoly : W. FELLNER. 
Collective Bargaining by Air-line Pilots: H. Norturup. Small-scale 
Industry in Japan: E. Reusens. The Chestnut Street Raid on Wall 
Street, 1839 : B. Hammonp. Intra-Union Disputes over Job Control : 
S. RorrenBERG. 


The Annals of the American Academy of Political and Social Science. 
SEPTEMBER 1947. Features of Present-Day Canada. 
Journal of Political Economy. 


Avueust 1947. Burns and Mitchell on Business Cycles: E. S. SHaw. 
Intricacies of Russian National-Income Indexes: N. Jasny. Worker 
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Response and Social Background: M. Darron. The Position of the 
Treasury Bill in the Public Debt: E. C. Simmons. Measuring State 
and Regional Business Cycles: KR. Vintnc. The Effect of Replacement 
Investment on National Income and Employment: 8S. P. DoBrovotsxky. 
Pritchard on the Federal Reserve Bank Note: Comment: E. A. GoLpEN- 
WEISER. A Reply: L. J. PRITCHARD. 


Harvard School of Business Administration. 


BULLETIN No. 127. Hapenses and Profits of Limited Price Variety Stores 
in 1946. Chains and Independents : Ex1zABETH A. BURNHAM. 


Agricultural History. 

Juty 1947. Big Creek’s Response to the Coming of the Railroad: “ Old 
Buncombe” Promotes the Better Life in a Rural Community: E. C. 
Burnett. The Land Laws of Honduras: W.8.Sroxes. Agricultural 
Colonization and Immigration in Venezuela, 1810-1860: W. D. Ras- 
MUSSEN. The Progress of the Cattle Industry in Ontario during the 
Eighteen Eighties: A. Bogue. The Development of Agricultural Eco- 
nomics in Europe Prior to 1925: excerpts from Angelo Mauri’s “I 
Nuovi Sviluppi dell’Economia Agraria.” The Food and Agricultural 
Statistics of the Reich Food Administration: P. T. Sanr and R. E. 
Vickery. Jwo Maryland Farm Leases: W. D. Hoyt. Marc Bloch 
and Rural History: G. Desren. The Breads of Ephesus and Their 
Prices : N. Jasny. 


Journal of Farm Economics. 


Aveust 1947. Land Economic Research in the Alluvial Valley of the Lower 


Mississippi River: R. W. Harrison. Guideposts in the Development of 
a Marketing Program: J. D. Buack. Research in Economics of Farm 
Production: W. W. Witcox. How Efficient is American Agriculture ? : 
T. W. Scuuttz. Economics of Farm Leasing Systems: E. O. Heapy. 
Wartime Dairy Policies: R. J. Footr. The 1945 Census Enumeration 
of Livestock on Farms: C. L. Haruan. Migratory Farm Workers in 
the United States: L. J. Ducorr. Farm Habilitation Perspectives in the 
Postwar Period : S. Liss. 
Population. 


APRIL-JUNE 1947. Faits et problémes du jour: A. Sauvy. Michel 


Huber: A. 8S. Le malthusianisme anglo-sazon: A. Sauvy. Les con- 
ditions d’existence des familles. Les dépenses de 1.080 familles en mars et 
en juin 1946. Perspectives relatives & la population musulmane de 
lV Afrique du Nord: L. Henry. La population de la Tchécoslovaquie : 
P. Grorce. Politique démographique en Autriche: J. DOovuBLET. 
Problémes démographiques dans Vhistoire de la Gréce antique : J. BERARD. 
Nomogrammes pour la détermination des différences significatives entre 
deux taux: P. Vincent. Organisation des Nations Unies. Premiére 
réunion de la Commission de la population. 


De Economist. 


Juty—Avucust 1947. (A number devoted to Planning, containing three 





preliminary memoranda, prepared for the Congress on Social Planning 
due to be held in October, 1947). Hconomische Planning: Ed. Van 
Creerr. A discussion under six headings. (1) The relationship, 
historically, between laissez-faire and Planning. (2) The impulse to 
Planning: it springs from the failure of no-planning, in particular 
from the Trade Cycle, with unused capacities and unemployment, and 
from resultant social inequalities. (3) ‘The essence and method of Eco- 
nomic Planning. It is a combination of prognosis and the determination 
of a task. There are different kinds of plan: a framework plan; a 
detailed plan; and sectional plans. The ideal of democratic planning 
is that each industry should establish a plan for its own development, 
these sectional plans being co-ordinated into a total plan by planning 
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organs at a higher level. (4) Structural planning. Each economy has a 
definite structure; planning may modify the structure. For Holland, 
having regard to its population oe the question is one of industrial 
expansion. (5) Geubanehonll lanning. The object is (a) to obviate 
deviations from the trend; (6) to cure, or diminish as far as possible, 
inevitable deviations. In the conjunctural field international planning 
is desirable. (6) The organisation of the planning apparatus. A hier- 
archically constructed complex of organs is required. Sociale Planning : 
A. A. Van Ruin. Planning is a necessity brought about by moral, 
social and economic causes. Mora] causes are represented by the striving 
for social justice and social security ; social causes by the desire for a better 
distribution of the national income, and a better direction of production 
in the general interest. The economic causes are to be found in internal 
and external structural changes. Internal structural changes are seen 
in specialisation, combined undertakings, increased ro anergy oo 
lengthening of the productive process, all of which make more difficult 
the adaptation of my od to falling demand. External structural 
changes are represented by the industrialisation of agricultural countries 
and the changed character of international trade. Other topics discussed 
are: the relation of planning to freedom; the mobility and training of 
labour; wage policy and compulsory arbitration. Ruimtelijke Planning : 
F. Bakker Scout. A general | discussion of problems connected with 
‘** Town and Country Planning,” with special reference to the conditions 
of Holland, supplemented by a consideration of the relationships linking 
the three kinds of planning, economic, social, and “ spacial.” 


Bulletin de V' Institut de Recherches Economiques et Sociales. 


Juty 1947. Les finances publiques belges: A. E. JANSSEN. Les finances 
privées: C. Rocrer. Le mouvement social en 1946: A. Woronorr. 
L’avenir de notre production de houille: C. D. pe Lespaun. La métal- 
lurgie belge en 1946: R. pE Strycker. L’industrie textile en 1946: C. 
HaustratTe. La construction: A. VASANNE. Les industries diverses 
en 1946: J. Corarp. Prix, consommation et revenue national: F. 
Baupuuin. Le commerce extérieur de la Belgique: J. JUSSIANT. 
L’évolution de Vagriculture belge en 1946: G. Mute. Les transports 
intérieurs : Y. URBAIN. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik. 
Aveust 1946. Taux de Vintérét et conjoncture: M. Hermo. Zins und 
Liquiditét: HH. von STacKELBERG. Betrachtungen zum Geldmarkt : 
G. Jaquemet. Zur Systematik der statistischen Mittelwerte : H. JECKLIN. 


Aussenwirtschaft. 


SEPTEMBER 1947. Die internationale Erndhrungskrise: H. W: Grar 
FINCKENSTEIN. Kollektivistische Auswirkungen internationaler Kredite : 
H. BacumMann. Die Entwicklung des schwedischen Aussenhandels in der 
Nachkriegszeit: G. CeDERWALL. Betrachtungen zur ‘* Multiplier ”’— 
Methode im Anschluss an Fritz Machlup, International Trade and the 
National Income Multiplier : H. PETER. 


Critica Economica. 
NovEMBER—DECEMBER 1946. Nostro Paese: A.P. Appunti sulla politica 
del Tesoro: S. Steve. La crisi del mercato interno: L. C. DEGLI ATTI. 


L’industria siderurgica ttaliana : F. ARBITRIO. Una nuova caratteristica 
dell’imperialismo : la monela manovrata : A. PESENTI. 


Banca Nazionale del Lavoro Quarterly Review. 


Aprit 1947. Future responsibilities of the Italian industry : A. MoLInaRt. 
The distribution of share capital of Italian Banking Companies: E. 
Rienzi. Considerations on the dynamics of the Italian inflation: G. 
PIETRANERA. 

No. 228.—VoL. Lvu. oo 
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Moneda y Crédito. 

MarcyH 1947. Larguezas de las Cortes (1518-1555): KR. Carannr. La 
Banca espanola en el atio 1946 : I.C. Garricos. La literatura econémica, 
** Jovellanos y algunos problemas de la historiografia econdmica”’: J. M. 
NAHARRO. 

El Trimestre Econémico. 

APRIL-JUNE 1947. Sudamérica y el fomento industrial: G. Rostss. 
Las nuevas funciones de las finanzas piblicas : R.O. Mena. La “‘ Com- 
petencia Monopdlica”’ de Chamberlin: B. CorNEsJO. Ideas econdémicas 
en Nueva Espana en el siglo XVIII: E. A. Fartas. El equilibrio de 
poder en la 3zociedad: F. TANNENBAUM. LExportaciones, importaciones, 
produccion nacional y ocupacién : W. LEONTIEF. 

JULY-SEPTEMBER 1947. El mercado de valores en México: J. B. Moura. 
Sobre la concepcién keynesiana: G. BernAcer. Historia, economia y 
politica: C. B. Garcta. La inversién directa y Bretton Woods: 
A. L. INArrirvu. La banca central en una economia de exportacién: el 
proyecto cubano; H.C. WALLICH. 

Dkonomi og Politik. 

OcTOBER—DECEMBER 1946. Det moderne Armenien: A. OLSEN. Den 
amerikanske Sociologis Opfattelse af Samfundsklasserne : B. PFANNEN- 
STILL. Spaniens Stilling under den II Verdenskrig: Bretton Woods 
Institutionerne i Funktion. Den okonomiske Udvikling i Danmark. 
Den internationale sakonomiske Situation. Politisk Kronik. 


L’ Egypte Contemporaine. 


Marcu—Aprit 1947. Quelques enseignements de la guerre: H. Litvy- 
Bruni. Les récentes transformations de Vassurance privée francaise : 
A. Bresson. Consistent reflation in Egypt and the high costs of living: 
Pror. BERGER-VOESENDORK. La nouvelle législation égyptienne spéciale 
en matiére locative : A. FouRNET. Introduction a la politique économique : 
U. Ricct. Les répercussions de la guerre sur l’agriculture égyptienne : 
J. ANHOURY. 

National Economy. 


(In Bulgarian ; résumés of principal articles in French, Russian and English.) 


No. 1. NovemBer 1946. Quelques mots d’introduction : I. HaRIzANOFF. 
Le revenu national en Bulgarie: A. Kemiterr. Le revenu national 
en Bulgarie et l’évolution du cycle conjonctural ; P. CHAPKAREFF. Varia- 
tions de l’étendue et du morcellement de V’économie agricole bulgare: N. 
Konporr. Enquéte entreprise par la Haute Chambre d’Economie 
Nationale sur les normes de travail: P. Antorr. Le ravitaillement-en 
bois en Bulgarie: I. Mrnartorr. Tendences dans l’évolution des dépéts 
en banque et des placements: K. Situation actuelle, possibilités et avenir 
de l’élevage des volailles en Bulgarie: B. Sprrorr. Vitalité du systéme des 
kholhozes en U.RSS.: Sv.-D. La production mondiale du froment : 
A. Ov. 

DrEcEMBER 1946. The Economic Aspect of the Bulgarian Co-operatives : 
I. Patazov. The Monetary Reforms and the Bank System : A. KEMILEV. 
The Manure Problem in Bulgaria: V. VatKaNnov. Cost Values, 
Calculations and Prices: A. pop Stoyanov. The Ways of Supplying 
the Capital’s Population with Food: L. Nepxov. Dairy Industry 
Problems : G. Markov. Possibilities and Conditions for the Placement 
of Bulgarian Goods in America: K. The Mechanism of the Wages in 
U.S.S.R.: 8. Baxatov. Gustave Kassel (1866-1945): A. T. 

JANUARY 1947. Some General Notes on Planned Economy : I. HARISANOV. 
The Consumption of the Different Food Products in the Bulgarian Village 
Household : CuristrinE Mocueva. A New Index of Farm Products 
Prices as Offered by the Farmer: P. SHAPKAREV. Professional Education 
in Bulgaria: G. K. Apostotov. Milk Production and Dairy Industry 
in Bulgaria during the years 1936-1945: G. Marxov. Prices and 

Remunerations : P.SuH. The Monnet Plan in France; A. Ov. 
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Fesruary 1947. The Problem of Foreign Currency Exchange Rates: B. 
Nepxkov. The Main Grounds of the Two Years’ Economic Plan: A. 
Kemitev. The Types and Efficiency of Intensive Agriculture: A. U. 
Torerr. Possible Improvements in the Trade and Supply System. 
The Parcelling of Grouped Land in Bulgaria: R. D. BEtovsKy. Co- 
operative Cultivation of the Land: D. BurzacuKy. Indispensable 
Recommendations in the Production of Red Pepper: 8. Curistov. The 
Trade between Great Britain and South-eastern Europe: L. 8. 





NEW BOOKS. 
British. 


AGcarwWALa (A. N.) (Ed.). Position and Prospects of India’s 
Foreign Trade. A survey of Trade Commissioners. Allahabad : 
East End Publishers, 1947. 7”. Pp. 319. 2ls. 

[Mr. Agarwala has brought together a series of studies by various Trade 
Commissioners in India and other practical experts of the future prospects 
of trade between India and the various important sources of Indian imports. 
He himself contributes a general picture of the emerging pattern of Indian trade. 
Among other contributors, Mr. Rowland Owen, H.M. Senior Trade Commissioner 
in India, analyses the British trade.] 


AsHwortH (H.). Housing Standards. London: Franey & Co. 
(for the Building Societies Institute), 1947. 8}'. Pp. 85. 4s. 
[To be reviewed.] 


Bray (F. SEWELL) and SHeassy (H. B.). Design of Accounts. 
London: Oxford University Press, 1947. 8”. Pp. viii + 270. 
12s. 6d. 

[A new edition of a book first published in 1944, and reviewed in the Economic 
JOURNAL of June 1946 by Mr. J. R. N. Stone. The authors have taken the 
opportunity of adding a specimen form of company balance sheet and profit 
and loss account, or income and expenditure account as related to the recom- 
mendations of the Committee on Company Law Amendment. It has also been 
brought up to date in certain other respects, notably in relation to holding and 
subsidiary companies, farm accounts and by adding a form of accounts of a 
voluntary hospital.] 


City of Kingston upon Hull Development Committee, 1946 Re- 
port. Kingston upon Hull: Development Committee, 1947. 9}”. 
Pp. 16. 


{Hull was one of our most severely war-damaged cities. At the end of the war 
313 factories had been destroyed or damaged and not yet been repaired, represent- 
ing about one-eighth of all industrial space and a similar — of industrial 
employment. This Report sets out the rapid progress of rebuilding and rehabiiita- 
tion and the steps which are being taken to redevelop the city in the light of the 
Lutyens—Abercrombie plan.] 


CotutieR (J.). America’s Colonial Record. London: Fabian 
Publications and Victor Gollancz, 1947. 84’. Pp. 36. Is. 


{Mr. Collier, the author of this Fabian Colonial Bureau Pamphlet, is President 
of the Institute of Ethnic Affairs in Washington, and has held high office in America, 
including that of Commissioner of Indian Affairs. He discusses authoritatively, 
but yet frankly and critically, his country’s colonial record. One could wish, 
however, that he had discussed more fully the similarities and contrasts between 
American and British (and for that matter French and Belgian) policy in regard 
to such questions as trusteeship, land-tenure by non-natives, economic develop- 
ment by imported capital both in industry and in agricultural estates, and the 
whole tempo of desirable development, economic as well as political, of a backward 
people. It is here that similarities and differences are most interesting and 
significant. } 
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Commonwealth Bank of Australia in the Second World War. 
Sydney : John Sands Pty., 1947. 8}. Pp. 330. 


[This volume was primarily designed to give an account of the Commonwealth 
Bank’s activities in the economic conduct of the second World War. But in 
passing it throws a great deal of light on the various methods with which Australia 
dealt with her problems. Chapters cover the war-time control of banking, 
exchange control, the mobilisation of gold, loan raising, commodity finance, 
note issue and coinage, savings, the payment of Australian and Allied troops, 
safety measures, and—not least—the staff, its war-time activities and the war- 
time problems of replacement. The volume is by intention a record. The 
story of the development of the Bank as a central bank and the problems of 
policy involved have been left to be dealt with in another volume.] 


CraNE (P.). Britain’s Crisis. Glasgow: John S. Burns, 1947. 
74”. Pp. 50. Is. 


(This survey, by a member of the order of the Jesuits, of the present economic 

osition of Britain begins by recording the essential statistics of Britain’s war 
osses, the exhaustion of capital and the extent of the war effort. The author 
goes on to show the balance of payments problems and the difficulties which faced 
us immediately after the war. Having analysed the problem he goes on to ask 
why the country failed to meet it. He puts this down partly to ‘‘labour’s 
irresponsibility,’ and unwillingness to face the implication of harder work and 
lower standards, partly to the failure to adopt sufficiently severe fiscal measures, 
partly to the consequent failure of incentives and initiative. He ends with the 
plea that the problem is a moral one—that materialism is one of the underlying 
faults.] 


Fapian Society. The Reform of the Higher Civil Service. 
London: Fabian Publications and Victor Gollancz, 1947. 8%”. 
Pp. 61. 2s. 6d. 


[A very stimulating survey of the Civil Service, made by a group of Fabians, 
most of whom had worked in the Civil Service during the war, under the chair- 
manship of Bosworth Monck. It makes numerous proposals for improvement 
of recruitment, training, promotion, salaries, and similar establishment problems; 
for improvement of organisation, both in departmental and interdepartmental 
work (where the extension of the Chiefs of Staff joint staff system is advocated) ; 
for changes in the severity of parliamentary control, which enforces at present 
excessive care to avoid minor mistakes at the cost of delay and over-elaboration 
of controls; for modifications of the system of Treasury control, so as to increase 
departmental autonomy within block grants; for improvement of the public 
relations between the Civil Service and the outside world. |] 


Fogarty (M. P.). Plan your own Industries. Oxford: Basil 
Blackwell, 1947. 8}. Pp. vi+ 320. 25s. 


[To be reviewed.] 


Fox (H. G.). Monopolies and Patents. A study of the history 
and future of the patent monopoly. Toronto: University Press 
(London : Geoffrey Cumberlege), 1947. 9’’. Pp. xxv + 388. 35s. 

[To be reviewed.] 


Gaver (D. R.). The Federal Problem in India. Poona: Gokhale 
Institute of Politics and Economics, 1947. 8’. Pp. 196. 16s. 

[This book was completed in March 1947, before partition of India was 
decided. There remain, however, problems of the incorporation of the States 
which make this discussion of the problems and possible methods of association 
important and timely.] 


GuosH (D.). Pressure of Population and Economic Efficiency in 
India. New Delhi: Indian Council of World Affairs ‘Oxford Uni- 
versity Press), 1947. 84’. Pp. 109. 7s. 6d. 

[To be reviewed.] 
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Harser (F. 0O.). North Wales Electricity Resources. An 
address delivered to the Welsh Economic Development Association. 
Aberystwyth: Welsh Economic Development Association, 1947. 
8”. Pp. 16. 3d. 


[The author, who is City Electrical Engineer at Bangor, has made a study of 
the relative costs and advantages of coal and water electricity generating stations, 
the water resources of Wales, the possibilities of tidal power and the economics 
of supply and distribution. He concludes that Wales is best suited by a single 
scheme of development rather than two, as intended in the Bill, that the value of 
electrical development would be great, but its costs also great, and that the 
latter should be met out of capital and interest free loans provided by the central 
government. } 

Hazuirr (H.). Economics in One Lesson. London: Ernest 
Benn Ltd., 1947. 7’. Pp. 224. 6s. 


[‘‘ Economics . . . is a science of recognising secondary consequences. It is 
also a science of seeing general consequences. It is the science of tracing the 
effects of some proposed or existing policy not only on some special interest in 
the short run but on the general interest in the long run. . . . To see the problem 
as @ whole, and not in fragments: that is the goal of economic science.”’] 

IMPERIAL INstTITUTE. Annual Report, 1946. By the Director, Sir 
Harry Lindsay, K.C.1.E., C.B.E., to the Board of Governors. London: 
Imperial Institute, 1946. 9}. Pp. 80. 

[This Report includes useful information as to measures being taken to develop 
new materials and new sources of supply.] 

LacHMANN (K.). The Renaissance of the Individual. London: 
Charles Skilton, 1947. 7”. Pp. xvi-+ 143. 7s. 6d. 

[To be reviewed.] 

Licintus. The Big 2}. London: St. Botolph Publishing Co., 
1947. 7}. Pp.99. 5s. 


[This book tries to answer the question ‘‘ What is Britain’s political future ? 
Where can she lie between Russia and America ? ”’] 


The Nuffield Foundation, Second Report. London: Nuffield 
Foundation (Oxford University Press), 1947. 84’. Pp. 113. 


[One section of this Report shows the assistance given by the Nuffield Founda- 
tion to research in the social sciences. } 


Pepprz (J. Taytor). The Wealth Standard. Must Social 
Progress be Financed by Taxation? London: Williams and Norgate, 
1947. 8}. Pp, 235. 15s. 

(To be reviewed.] : 

Rossins (L.). The Economic Problem in Peace and War. London: 
Macmillan, 1947. 7. Pp. vii + 86. 3s. 6d. 

[To be reviewed.} 

Satvi (P. G.). Commodity Exchanges. With special reference 
to India in general and Bombay in particular. Bombay: The 
Co-operators’ Book Depét, 1947. 9”. Pp. xiii+ 237. Rs. 15s. 

(To be reviewed.] 

Suaw (A. G. L.). The Economic Development of Australia. 
London : Longmans, Green (Revised Edition), 1946. 7’. Pp. 193. 
7s. 6d. 

[To be reviewed.] 

Spicer (E. E.) and Pecuer (E. C.) (Edited by H. A. R. J. Witsow). 
Income Tax, with a chapter on The Profits Tax. London: H. F. L. 
(Publishers), Ltd., 1947. 93’. Pp. xxxiii+ 721. 25s. 


[A new, seventeenth, edition of a standard work of reference in relation to the 
law of income tax. It now includes a chapter on the profits tax.] 
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Street (Sir ArtuHuR). The Public Corporation in British Ex- 
perience. London: Institute of Public Administration, 1947. 9%”. 
Pp. 36. 2s. 6d. 

[To be reviewed. ]} = 

WaLKER (GILBERT). Road and Rail. An enquiry into the eco- 
nomics of competition and State control. London: Allen & Unwin, 
1947. 83’. Pp. 282. 18s. 

[This is a second edition of a book that was first published in 1942, and re- 
viewed by Mr. K. G. Fenelon in the Economic Journat of December 1943. 
The revised edition was already in page proof before the publication of the 
Transport Bill of 1947. Prof. Walker has added a chapter describing the content 
and purposes of the Bill and his broad views on the present position of his problem. 
He retains his belief ‘‘ that inland transport offers a market in which a public 
authority owning the railway system might compete with private enterprise, 
represented by the many small road hauliers.”” He would not concede the 
premiss, agreed apparently by both Parties in the Debate, that the one alternative 
to a nationalised transport industry was ‘some form of private arrangement 
between road and rail, blessed with official recognition.”’] 


Wuymant (N.). Citizens of the World Series. No. 2. China. 
London : St. Botolph Publishing Co., 1946. 83’. Pp. 121. 5s. 


[A popular but informative short account of China which includes several 
chapters on agricultural, industrial and other economic topics.] 


American. 


Business Management and Economic Analysis. Report of Com- 
mittee on Economic Policy 1947. Washington, D.C.: Chamber of 
Commerce of the United States, 1947. 7}. Pp. 17. 20 cents. 

[This Report suggests that there is considerable room for the employment of 
economists inside the ordinary field of business organisation. There are two 
main opportunities for economic analysis: first, in interpreting the external 
environment in which the firm must work; second, in guiding internal price, 
output, inventory, credit, financing, capital construction, and other policies, both 
in terms of volumes and of timing. The Report further suggests also that the 
sometimes apparent tendency of economists to approach problems from the 
academic or governmental angle might be modified, if more economists had 
the experience of seeing questions from the internal angle of the firm.] 

Durry (Doris). The Réle of Government in Labor-Management 
Production Committees. Washington, D.C.: Catholic University of 
America Press, 1947. 9’’. Pp. xiv +- 227. 

[A Ph.D. Dissertation of the Catholic University of America.] 


The Economics of Minimum Wage Legislation. Report of Com- 
mittee on Economic Policy. Washington, D.C.: Chamber of Com- 
merce of the United States, 1947. 9’. Pp.42. 50 cents. 

[This pamphlet criticises minimum wage legislation from the angle of its 
possible repercussions on backward regions, on inflation, on economic stability, 
and on total employment.] 

Immigration and Population Policy. New York: National 

. © . . I ° - 7 7 re = 
Committee on Immigration Policy, 1947. 8}3’’. Pp. 56. 25 cents. 

[A statistical analysis of the contribution of immigration to population 
growth in the United States, and a discussion of trends of reproduction rates, age 
distribution, and future population trends, designed to throw light on the de- 
sirability or otherwise of continued immigration from the standpoint of the 
welfare of the American economy. ] 

Kaptan (A. D. H.). The Guarantee of Annual Wages. Washing- 
ton, D.C.: Brookings Institution, 1947. 8’’. Pp. ix + 269. $3.50. 
[To be reviewed. ] 

















CoO Kr = SY 


_ 








1947] RECENT PERIODICALS AND NEW BOOKS 555 


Lock In (D. P.). Economics of Transportation. Chicago: Richard 
D. Irwin, 1947. 9’. Pp. x + 885. $5.50. 
[A revised edition of a book first published in 1935, and reviewed in the Eco- 


NoMiIc JOURNAL of June 1936 by Mr. G. J. Ponsonby. The new edition is 
brought up to date, particularly in relation to road transport and to civil aviation. ] 


Monp (A. L. De). Certain Aspects of the Economic Development 
of the American Negro, 1865-1900. Washington, D.C.: Catholic 
University of America Press, 1945. 9”. Pp. vii + 187. 


[A Ph.D. Dissertation of the Catholic University of America. The aspects 
with which the Thesis is concerned are primarily the occupational status of the 
Negro, and the opportunities for and extent of employment in management in 
industry, finance and government service.] 


National Debt Series. No.4. Our National Debt and the Budget. 
New York: Committee on Public Debt Policy, 1947. 11”. Pp. 
iv + 20. 25 cents. 


[This study is the work of Prof. Ratcnford, of Duke University. It shows the 
growth of the share of debt service in total Federal expenditure from about 
10% in 1939 to 13% of the much bigger total of 1948. It analyses the ownership 
of the debt, and discusses the problems of retirement and sinking funds. The 
author emphasises the dangers both to inflation and to dynamic progress in the 
existence of a heavy debt and argues the advantages of relatively speedy but not 
inflexible debt reduction combined with the paying off or funding of the floating 
debt. ] 


PETERSON (FLORENCE). Survey of Labor Economics. New York 
and London: Harper Bros., 1947. 8’. Pp. xix + 843. $4.00. 


[To be reviewed.] 


Rosen (J.). Wartime Food Development in Switzerland. Stan- 
ford University : Food Research Institute, 1947. 9”. Pp. v + 104. 
50 cents. 


[Switzerland inevitably suffered from many of the economic difficulties of 
war. Before the war her food economy was not unlike that of Britain. She 
imported two-thirds of her consumption of bread grain, almost all her sugar and 
vegetable fats, substantial amounts of animal fats, fish and poultry, eggs, fruit, 
wine. This pamphlet describes how even before the outbreak of war some 
reorientation had been made and stocks built up. When war came agriculture 
was reshaped in accordance with the Wahlen Plan, worked out by F. T. Wahlen, 
a leading Swiss agronomist, designed to make Switzerland self-sufficient if 
necessary. In the event certain imports were always available, though by 
1944 their volume and calorie content was about one-fourth of pre-war. Dr. 
Rosen’s pamphlet describes how all this was done, the pricing methods, the use 
of fertilisers, and the like, the effects on yields of pushing cultivation far beyond 
the ordinary margins, and the final consequences in terms of food standards.] 


ScHuLtteE (Mary Y.). Wage Theories before Certain Industry 
Committees of the Wage and Hour Administration. Washington, 
D.C.: Catholic University of America Press, 1946. 9’. Pp. vii + 
341. 

[A Ph.D. Dissertation of the Catholic University of America.] 


Survey on Business Expectations and Governmental Policies. 
New York: Dun & Bradstreet (for the Joint Committee on the 
Economic Report Congress of the United States), 1947. 11’’. Pp. 265. 


[A eyclostyled Report, prepared by Dun and Bradstreet, on the expectations 
and opinions of certain selected persons as to probable trends in economic con- 
ditions during the remainder of 1947, and possible Government action, in relation 
principally to rents, housing and farm products.] 
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VRADENBURG (JuLIET C.). The Guaranteed Annual Wage. An 
annotated bibliography of source material. Stanford, California : 
Stanford University Press (London: Geoffrey Cumberlege), 1947. 
9”. Pp.101. 83. 6d. 


[This is an annotated bibliography of writings in the U.S.A. touching directly 
or indirectly on the guaranteed annual wage.] 


Wetriine (W.). Money and Banking. A First Course. New 
York: F. 8. Crofts, 1947. 9”. Pp. xvi + 631. $4.50. 

[This is an elementary text-book designed primarily for American students 
and using therefore American examples and providing an account of the American 
monetary and financial institutions. It starts from the nature and functions of 
money and the various monetary standards employed at different times in the 
U.S.A. It goes on to the fundamental principles of a bank and a banking system, 
to the functions and necessary scale of reserves, to bank loans, investments and 
banking failures, to the history of U.S. banking and the evolution of the Federal 
Reserve System. This is followed by discussion of the money market, central 
banking and the various credit and financial institutions. The author next turns 
to credit policy in the U.S. and abroad, the breakdown of the international gold 
standard, and its replacement by alternatives during the 30’s. This in turn is 
followed by the problems of ‘war finance and by the wartime plans for international 
monetary co-operation. It is only at this stage that the author turns to the 
fundamental concepts of money, saving and income, to the effects and causes of 
changes in the quantity of money, to investment and saving and to the conse- 
quences of the fiscal policy of government. ] 


French. 


Atxats (M.). Economie et Intérét. Présentation nouvelle des 
problémes fondamentaux relatifs au réle économique du taux de 
lintérét et de leurs solutions. 2 vols. Paris: Librairie des Publica- 
tions Officielles, 1947. 9’’. Pp. 800. 


[To be reviewed.] 


Le Contréle des Changes. Vol. I. Rapport Général. Pp. 211. 
Vol. II. Rapports nationaux. Allemagne, Amérique Latine, Argen- 
tine et Bulgarie. Pp. 283. Paris: Conférence Permanente des Hautes 
Etudes Internationales, 1946. 9}. 


[To be reviewed.] 


Damatas (B. V.). L’Cuvre Scientifique de Frangois Simiand. 
Paris: Presses Universitaires de France, 1947. 10”. Pp. 332. 
400 fr. ; 


[A second edition of a book noted in the Economic JourNnat of June 1946. 
Two new chapters deal with the author’s recent developments of Simiand’s 
ideas. ] 


Belgian. 
Durrizz (L. H.). Des Mouvements Economiques Généraux. 
2 vols. Louvain: Institut de Recherches Economiques et Sociales, 
1947. 94’. Pp. 552 + 648. 
[To be reviewed.] 
Dutch. 


HaeEnsEt (P.). Financing World War II in the United States of 
America. Alphen aan den Rijn: N. Samsom, 1946. 93”. Pp. 28. 


[Prof. Paul Haensel, of Mary Washington College of the University of Virginia, 
has provided a convenient summary of the methods by which the U.S.A. financed 
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the recent war. His broad conclusions are that, while the immense wealth and 
industrial capacity of the U.S.A. permitted her to carry the load without serious 
dislocation of her economic structure, the fiscal management was not satisfactory. 
‘The tax policy was inadequate, one-sided and influenced by purely political 
considerations: ‘Soak the Rich’ attitude prevailed and a quite unjustified 
increase of the public debt was incurred. . . . Congress was rather shy to ‘ broaden 
the basis of taxation ’ in a simple and rational way and against the wishes of the 
administration.’’] 


Italian. 


Gamsino (A.). Gli Ammodernamenti della Teoria degli Scambi 
Internazionali. Padua: Cedam, 1946. 94’. Pp. 61. 


[A review of the revisions of the theory of foreign trade during the last twenty 
years. } 


FvuA (G.). La valutazione monetaria della vita umana. Milan: 
Antonino Giuffré, 1946. 94’. Pp. 93. 


{A general discussion of the problem of estimating the cash-value of human 
life, followed by an application of the conclusion reached to a practical problem 
of life insurance.] 


Lor1a (A.). Corso di economia politica. Turin: U.T.E.T., 
1945. 94”. Pp. 654. 13001. 


[The fifth, posthumous edition of Professor Loria’s course of lectures, first 
published in 1910. This edition contains many additions which Professor Loria 
inserted on the margins of his copy, as the Editor says in his preface, ‘‘ up to the 
last days of his life.’’] 


Lorra (A.). Una crociera eccezionale. Dialoghi con me stesso. 
Milan: Fratelli Bocca, 1947. 8’. Pp. 226. 


[An Exceptional Cruise, subtitled Dialogues with Myself, was written by 
Professor Loria between 1920 and 1935 and is now published posthumously by his 
son. As the editor points out in his introduction, this fantasy has an autobio- 
graphical character; and can therefore be regarded as supplementary to the 
author’s Recollections of a Septuagenarian Student, which was published in 1927. 
But while the earlier book contained the history of the development of his 
scientific thought as it unfolded over half a century in a series of treatises which 
he turned out with a decennial rhythm, the present work represents a sort of 
“secret history ’” of his mind, which was kept in a constant state of ebullition 
by its curiosity for every movement of thought and every problem concerning 
the individual or society. As the author describes it in his preface, it is the work 
of a ‘*‘ franc tireur of the mind ”’ and it gives an account of his forays into the 
fields of art and of philosophy.] 


Loria (A.). Ultimi stelloncini critici. Padua: Cedam, 1947. 
93”. Pp. 90. 
[Professor Loria’s notes and commentaries on current events and publications, 


written during the last ten years of his life, have been published in instalments by 
the Giornale degli Economisti in 1946 and are reprinted together in this pamphlet. ] 


Turroni (C. Brescrant) (Ed.). Collana di studi economici et 
finanziari. No. 1. La ricostruzione economica e il suo finanziamento. 
Pp. 175. By F. Coppola d’Anna. No. 2. L’agricoltura e la riforma 
agraria. By G. Medici. Pp. 139. Milan: Rizzoli, 1946. 9}’. 
200 1. 

[These are the first two volumes of a series of studies on the economic and 
financial problems of reconstruction in Italy. They are published under the 
auspices of the Bank of Italy and they advocate private initiative and private 
enterprise as the main agency of reconstruction. ] 
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Swiss. 

Haussmann (F.). Der Wandel des internationalen Kartellbegriffs. 
Amerikanische Kartelldoktrin und World Trade Charter. Berne: A. 
Francke, 1947. 93’. Pp. 160. 11.50 S-fr. 

[This volume begins with an introductory survey of cartel policy in the 
United States, culminating in the anti-cartel philosophy of 1938 to 1943; the 
influence of this on the World Trade Charter is next traced and related to views 
about commercial policy. This introductory survey is followed by documentary 
material, mainly in English, relating to these problems which includes examples 
of agreements, extracts from the Sherman and Webb-Pomerane Acts, and from 
the World Trade Charter.] 

Miuuer (K.). Der Kapitalimport. Studie zur Theorie der 
internationalen Kapitalbewegungen. St. Gallen: Verlag der 
Fehr’schen Buchhandlung, 1947. 8’. Pp. ix + 198. 13.50. 8. fr. 


[To be reviewed.] 


NeumakK (F.). Theorie und Praxis der modernen Einkommens- 
besteuerung. Berne: A. Francke, 1947. 9’. Pp. 456. 35 8.fr. 
[To be reviewed.] 


Austrian. 


LaGueR (E.). Oberésterreichs Landwirtschaft in Zahlen, 1939- 
1945. Vienna: Osterreichischer Agrarverlag, 1946. 8’. Pp. 72. 


[A very useful statistical summary covering the production of all the main 
crops and animal products during the war years, analysed by districts.] 


South American. 


GuaREsTI (J. J.). Economia Politica. Las necesidades humanas 
y su influencia en la conformacién del mercado. Buenos Aires: 
Guillermo Kraft, 1946. 9”. Pp.351. $12. 


[A text-book based on a course of lectures held in Buenos Aires in 1943.] 


GuarRestI (J. J.). El Sistema de Precios y su Control. Buenos 
Aires : Guillermo Kraft, 1946. 9’. Pp. 286. 

[A study of various methods of Government control of prices both from the 
economic and the legal point of view.] 

GupIn (E.). Principios de Economia Monetaria. Rio de Janeiro : 
Agir, 1947. 94. Pp. 358. 

[A text-book on money and banking, giving particular consideration to the 


quantity theory of money and the purchasing power parity theory of the foreign 
exchanges. } 


Official. 
BritIsH. 


Board of Trade and Industries. Report No. 285. An Analysis of 
Railway Rating Principles and the Effect of Transport Costs on In- 
dustrial Development in the Union. Cape Town: Cape Times Ltd., 
1946. 13’. Pp. 63. 


[This Report provides a full and detailed account of the railway rating 
principles adopted in the Union and discusses the effects of these and of the 
cost of transport on gold mining and industrial location generally.] 


International Economic Organisations The Transition from War 
to Peace. London: H.M. Stationery Office, 1947. 9”. Pp. 40. Is. 


[A handbook, giving a list of the principal organisations in the economic 
field, their functions and a short record of their achievements. After a brief 

















1947] RECENT PERIODICALS AND NEW BOOKS 559 


introduction, the pamphlet divides into two chapters. The first covers the 
transition organisations—U.N.R.A., the European Central Inland Transport 
Organisation, the European Coal Organisation, the London and Washington 
Coal Committees, the Emergency Economic Committee for Europe and the 
International Emergency Food Council. The second of these chapters covers 
the permanent organisations—the Economic and Social Council of the United 
Nations, with its various Commissions and Sub-Commissions, the International 
Conference on Trade and Employment, with the I.M.F., the International 
Bank, the F.A.O., the I.L.0. and the I.C.A.O. A final Table shows which 
countries are represented on each of the various organisations.] 


The Rural Reconstruction Commission. Farming Efficiency and 
Costs and Factors relating thereto. Canberra: Commonwealth 
Government Printer, 1945. 94”. Pp. 208. 

{In 1943 Mr. F. J. 8. Wise, Mr. J. F. Murphy, Mr. C. R. Lambert and Prof. 
S. M. Wadham were made a Board of Inquiry to study the organisation of 
Australian rural economy, the development of Australian natural resources and 
possible improvements. Their present, sixth, Report covers important issues of 
technical efficiency and education, mechanisation, supplies of fertilisers and 
materials, farm wages, transport costs and the effects of taxation.] 


Social and Economic Planning Council. Report No. 9. The 
Native Reserves and their Place in the Economy of the Union of 
South Africa. Pretoria: Government Printers, 1946. 13”. Pp. 
90. 10s. 

[It is impossible to summarise in a few words the findings of this large and 
important survey. It examines the whole question of the relation of the Reserves 
to the general economy of South Africa as well as the more detailed problems of 
their administration and economic well-being. The Council affirmed its belief 
that the Reserves should be developed ‘‘ as the home of a settled, stable Bantu 
population rather than as a receiver of labour.” It concludes that: ‘‘ The goal 
for South Africa’s Native Reserves calls for a more diversified and improved 
agriculture based on nutritional requirements. It calls for varied industrial 
activities, better marketing facilities, improved essential services . . . a financial 
organisation capable of assisting in this development and, finally, a governmental 
organisation equipped to satisfy the educational, health and other needs of the 
people, and to ensure that the Reserves are integrated into the whole national 
economy.’’] 

Social and Economic Planning Council. Second Annual Report 
for the Year ended 30th September, 1946, together with Memoranda 
on Regional and Town Planning. Pretoria: Government Printer, 
1947. 93”. Pp. 19. Is. 6d. 

(This short Report summarises the activities of the Social and Economic 
Planning Council. Attached to it is a short note on Regional Planning, mainly 
inspired by the special problems raised by the recent gold discoveries in the 
Orange Free State.] 


Social and Economic Planning Council. Summary of Report No. 
9 of the Social and Economic Planning Council entitled ““ The Native 
Reserves and their Place in the Economy of the Union of South 
Africa.” Pretoria : Government Printers, 1946. 13”. Pp. 6. Ils. 


[A short summary of the arguments and conclusions of Report No. 9, noted 
above. ] 


AMERICAN. 


United States Department of Commerce. Bureau of Foreign 
and Domestic Commerce. National Income. Supplement to Survey 
of Current Business, July 1946. Washington, D.C.: Superintendent of 
Documents, U.S. Government Printing Office, 1947. 11’. Pp. 54. 
25 cents. 


[This gives the revised official estimates of the U.S. Dept. of Commerce of the 
national income and national product from 1929 to 1946.] 
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FRENCH. 


Institut National de la Statistique et des Etudes Economiques. 
L’Economie de la Ruhr. Paris: Presses Universitaires de France, 
1947. 94’. Pp. 82. 

[This is a very detailed statistical study of the place of the Ruhr in the pre- 
war and wartime German economy. The questions are approached from the 
angle of French security. The Ruhr was responsible for a quarter of Germany’s 
industrial output and over a third of her industrial exports: ‘‘ pour l’avenir, il 
faut compter avec ces 6 millions d’excellents travailleurs, avec ces aciéries toujours 
debout, surtout avec ces 88 milliers de tonnes de charbon qui dorment, in- 
vulnérables, dans le sous sol et qui pourront donner au mond le bien ou le 
mal selon qu’ils seront bien ou mal employés. Car, il ne faut point s’y tromper, 
la Ruhr est toujours la Ruhr.”’] 


INTERNATIONAL. 


Bank for International Settlements. Seventeenth Annual Report. 
Ist April 1946-3lst March 1947. Basle: Bank for International 
Settlements, 1947. 12’. Pp. 173. 


[To be reviewed.] 


Food and Agriculture Organization of the United Nations. World 
Fiber Survey. Washington, D.C., 1947. 9”. Pp. xii + 176. 
$1.00. 

[This Report was prepared in the Commodities and Commercial Policies Branch 
of the United Nations Food and Agriculture Organization, under the direction 
of Dr. Gerda Blau, to provide factual background for decisions to be made at the 
Third Session of the Organization in Geneva in September 1947. It contains 
valuable analysis of the world supplies and demands of all the principal fibres.] 


Krrx (DupLey). Europe’s Population in the Interwar Years. 
League of Nations (Princeton University Press), 1946. 104’. Pp. 
xii + 303. 17s. 6d. 


[To be reviewed.] 


United Nations. Department of Economic Affairs. Occasional 
Papers. No. 1. Financial Needs of the Devastated Countries. 
Interim Report. Lake Success, New York : United Nations (London : 
H.M. Stationery Office), 1947. 9’. Pp. 50. 2s. 6d. 

[This Report was prepared in the Department of Economic Affairs of the 
17) Nations and submitted to the fourth Session of the Council in February 
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